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FAULTY  INFORMATION  SYSTEM  COSTS 
MILLIONS  IN  MEDICARE  PAYMENTS 


FRroAY,  APRIL  2,  1993 

U.S.  Senate, 
Subcommittee  on  Regulation  and 

Government  Information 
Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  9:39  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Joseph  I. 
Lieberman,  Chairman  of  the  Subcommittee,  presiding. 

Present:  Senators  Lieberman,  Cochran,  and  Roth. 

OPENING  STATEMENT  OF  SENATOR  LIEBERMAN 

Senator  Lieberman.  Good  morning,  and  welcome  to  the  hearing. 
I  would  actually  invite  the  four  witnesses  to  come  up  to  the  table 
and  take  their  seats  as  I  begin  the  proceedings. 

This  morning  the  Subcommittee  on  Regulation  and  Government 
Information  continues  its  examination  of  waste  in  Government  and 
what  can  be  done  about  it.  The  problem  that  we  are  going  to  exam- 
ine today,  which  is  the  Government  paying  for  medical  care  that 
is  supposed  to  be  paid  by  private  insurers,  costs  the  Federal  and 
State  governments  approximately  $1.5  billion  a  year.  The  lion's 
share  of  these  mistaken  payments  are  made  by  Medicare,  which  is 
what  will  be  the  focus  of  the  hearing  today. 

Now,  why  does  Medicare  pay  hundreds  of  millions  of  dollars,  if 
not  more,  each  year  in  claims  that  should  be  paid  by  private  health 
insurance  companies?  The  answer  seems  to  be  because  they  can't 
always  figure  out  when  someone  else  is  supposed  to  get  the  bill. 
The  result  is  a  long  and  tedious  process  of  paying  the  money  and 
then  looking  to  see  who  really  should  pay  it,  a  system  that  has 
come  to  be  known  as  "pay  and  chase,"  and  it  doesn't  work  very  well 
for  anyone. 

For  Medicare,  it  takes  a  lot  of  time  and  money  to  identify,  after 
the  fact,  those  beneficiaries  who  had  duplicate  coverage,  to  figure 
out  how  much  should  have  been  covered  by  the  other  insurer,  and 
then  to  collect  the  amounts  due.  Tr5dng  to  figure  this  out  is  tedious, 
it  is  time  consuming,  and  it  is  burdensome  for  Medicare.  And,  of 
course,  the  same  is  true  for  the  private  insurance  companies. 

Insurance  companies  are  confronted  with  claims  that  are  any- 
where fi'om  3  to  10  years  old,  often  claims  that  they  never  knew 
anything  about.  Then  the  insurer  has  to  do  considerable  work  to 
verify  the  legitimacy  of  Medicare's  bill.  Often  the  records  they  need 
are  not  readily  accessible  because  of  the  time  that  has  elapsed.  In 
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some  cases,  the  companies  were  only  administering  the  insurance 
plan  for  a  company  that  was  self-insured  and  actually  may  no 
longer  exist. 

The  bottom  line  here  is  that  this  pay-and-chase  system  doesn't 
work.  It  is  expensive,  it  is  cumbersome,  and  it  is  obviously  ineffi- 
cient for  Medicare.  And,  of  course,  we,  the  taxpayers,  lose  both  the 
amounts  paid  out  that  are  never  collected  from  insurers  and  inter- 
est on  the  millions  for  which  reimbursement  is  received.  Health  in- 
surance companies  find  themselves  ambushed  by  old  bills  that  they 
never  knew  existed  and  have  real  trouble  in  verifying  those  claims. 
Everyone  seems  to  agree  that  a  new  system  is  needed. 

The  hundreds  of  millions  of  dollars  that  are  wasted  each  year  on 
unnecessary  Medicare  payments  should  be  enough  to  buy  a  good 
solution  to  this  problem,  but  so  far  that  hasn't  happened.  I  think 
part  of  the  fault  lies  right  here  in  Congress.  The  Medicare  system 
is  hamstrung  by  statutes  that  forbid  most  incentive  contracts  and 
make  it  difficult  to  replace  inefficient  contractors.  In  other  words. 
Medicare's  Federal  managers  lack  what  would  sure  seem  to  be  two 
of  the  basic  attributes  and  tools  of  management,  which  are  carrots 
and  sticks.  Without  those  basic  tools,  it  is  not  surprising  that  they 
are  having  trouble  developing  an  efficient  system. 

But  I  am  afraid  that  even  with  those  tools,  the  question  would 
still  remain  how  do  we  ensure  that  Medicare  has  the  information 
it  needs  to  process  the  claims  correctly  the  first  time?  Do  we  leave 
it  up  to  the  individual  to  tell  Medicare  when  they  have  other  cov- 
erage? Do  we  ask  the  doctor  or  hospital  providing  the  services  to 
be  responsible  for  getting  the  necessary  information  from  the  pa- 
tient? Do  we  ask  businesses  to  report  on  the  health  care  coverage 
of  their  employees?  Or  do  we  ask  the  insurance  companies  to  pro- 
vide the  information  to  Medicare? 

All  of  these  possible  solutions  have  some  problems  associated 
with  them,  and  we  are  going  to  explore  them  today.  The  individual 
probably  doesn't  understand  the  Medicare  rules  well  enough  and  is 
likely  to  be  confused  by  the  complicated  claims  forms.  The  doctor 
or  hospital  can  only  rely  on  what  the  patient  tells  them,  which  is 
a  classic  example,  with  apologies  for  the  metaphor,  of  the  old  adage 
"garbage  in  and  garbage  out."  Businesses  also  may  not  have  the 
necessary  health  care  information  available,  and  it  is  not  clear  that 
collecting  health  coverage  information  from  businesses  would  be 
the  most  effective  solution.  As  for  the  insurers,  the  fact  is  that  even 
some  of  them  do  not  yet  have  all  their  beneficiaries  on  a  computer- 
ized list. 

And  even  if  the  insurance  companies  could  provide  Medicare 
with  a  list  of  all  the  people  they  covered  every  6  months  or  every 
year,  it  would  be  inadequate.  The  fluidity  with  which  coverage 
changes  would  mean  that  much  of  the  information  still  would  not 
be  timely.  And  the  burden  on  Medicare  to  develop  and  maintain 
such  a  large  data  base  would  be  tremendous. 

Our  last  witness  today,  Ms.  Linda  Ryan,  who  represents  the  New 
York  Department  of  Health  Single  Payer  Demonstration  Project, 
will  tell  us  how  her  organization  is  developing  a  solution  to  a  prob- 
lem very  similar  to  this. 

This  is  not  a  simple  problem,  and  it  is  not  one  that  has  a  simple 
solution,  but,  clearly,  it  is  a  task  that  we  must  undertake.  I  think 


the  New  York  project  provides  us  with  a  very  fresh  and  innovative 
possible  solution  to  the  problem,  although  there,  too,  implementing 
it  on  a  nationwide  scale  is  going  to  be  much  more  complicated. 

Let  me  just  say  finally  that  it  is  important  to  remember  what  is 
at  stake  here.  If  Medicare  is  mistakenly  pa5dng  out  at  least  a  haJf 
billion  dollars  in  claims  a  year,  which  is  the  Tow  end  of  the  esti- 
mates, that  mistake  is  enough  to  fund  a  lot  of  very  important  pro- 
grams. And  you  can  take  your  pick:  the  Ryan  White  Act,  which 
would  increase  funds  for  AIDS  prevention;  you  could  fully  pay  for 
the  President's  proposal  to  make  permanent  the  tax  credit  for  em- 
ployer-provided education  assistance,  or,  obviously,  you  could  take 
that  amount  of  money  and  reduce  the  deficit  by  at  least  $2  billion 
over  the  next  4  years. 

We  have  talked  a  lot  in  this  Committee  about  reinventing  Gov- 
ernment, and  it  seems  to  me  that  this  is  a  great  example  of  what 
reinventing  Government  really  should  be  all  about.  We  have  got  a 
problem  that  is  costing  hundreds  of  millions  of  dollars.  Recent  at- 
tempts to  solve  the  problem,  which  have  been  well  meaning,  have 
failed.  So  what  we  need  here  is  to  bring  Government  and  business 
together  to  take  advantage  of  new  technologies  and  to  look  with  an 
open  mind  wherever  we  can  for  models  of  how  to  do  this  work  more 
efficiently. 

I  look  forward  to  the  testimony,  and  I  look  forward  to  staying  in- 
volved in  trying  to  forge  a  partnership  between  our  Government 
and  the  private  sector  here  to  figure  out  a  way  to  do  this  better 
and  save  the  taxpayers  some  money. 

Prepared  Statement  of  Senator  Lieberman 

Good  morning,  and  thank  you  all  for  joining  us.  This  morning  the  Subcommittee 
on  Regulation  and  Government  Information  continues  its  examination  of  waste  in 
government  and  what  can  be  done  about  it.  The  problem  we  will  examine  today — 
the  government  paying  for  medical  care  that  is  supposed  to  be  paid  by  private  insur- 
ers— costs  Federal  and  state  governments  $1.5  billion  a  year.  The  lion's  share  of 
these  mistaken  payments  are  made  by  Medicare,  which  is  what  we  will  focus  on 
today. 

Why  does  Medicare  pay  hundreds  of  millions — if  not  more — each  year  in  claims 
that  should  be  paid  by  private  health  insurance  companies?  In  short,  because  they 
can't  always  figure  out  when  someone  else  is  supposed  to  get  the  bill.  The  result 
is  a  long  and  tedious  process  of  paying  the  money  and  then  chasing  it  down.  This 
"pajy  and  chase"  system  doesn't  work  very  well  for  anyone. 

For  Medicare,  it  takes  a  lot  of  time  and  money  to  identify,  after  the  fact,  those 
beneficiaries  who  had  duplicate  coverage,  to  figure  out  how  much  should  have  been 
covered  by  the  other  insurer,  and  then  to  collect  the  amounts  due.  Trying  to  figure 
this  out  is  tedious,  time  consuming,  and  burdensome  for  Medicare.  It  has  the  same 
effect  on  insurance  companies. 

Insurance  companies  are  confronted  with  claims  that  are  anywhere  from  three  to 
ten  years  old — often  claims  they  never  knew  about.  Then  the  insurer  must  do  con- 
siderable work  to  verify  the  legitimacy  of  Medicare's  bill.  Often  the  records  they 
need  are  not  readily  accessible.  In  some  cases,  they  were  only  administering  the  in- 
surance plan  for  a  company  that  was  self-insured  and  which  may  no  longer  exist. 

The  "pay  and  chase"  system  is  broken.  It  is  expensive,  cumbersome,  and  ineffi- 
cient for  Medicare.  Medicare — and  ultimately  we,  the  taxpayers — lose  both  the 
amounts  paid  out  that  are  never  collected  from  insurers  and  interest  on  the  millions 
for  which  reimbursement  is  received.  Health  insurance  companies  find  themselves 
ambushed  by  aged  bills  that  they  never  knew  existed,  and  huge  burdens  in  verifying 
those  claims.  Everyone  seems  to  agree  that  a  new  system  is  needed. 

The  hundreds  of  millions  wasted  each  year  on  unnecessary  Medicare  payments 
should  buy  a  good  solution  to  this  problem,  but  so  far  it  hasn't.  Part  of  the  fault 
lies  with  Congress.  The  Medicare  system  is  hamstrung  by  statutes  that  forbid  most 
incentive  contracts  and  a  system  that  makes  it  difficult  to  replace  inefficient  con- 
tractors. In  other  words.  Medicare's  Federal  managers  lack  the  two  basic  tools  of 


management — carrots  and  sticks.  Without  basic  management  tools  it  is  not  surpris- 
ing that  they  are  having  trouble  developing  an  efficient  system. 

But  even  with  proper  management  tools,  the  question  would  still  remain:  how  do 
we  ensure  that  Medicare  has  the  information  it  needs  to  process  the  claims  correctly 
the  first  time.  Do  we  leave  it  up  to  the  individual  to  tell  Medicare  when  they  have 
other  coverage?  Do  we  ask  the  doctor  or  hospital  providing  the  services  to  be  respon- 
sible for  getting  the  necessary  information  from  the  patient?  Do  we  ask  businesses 
to  report  on  the  health  care  coverage  of  their  employees?  Do  we  ask  the  insurance 
companies  to  provide  the  information  to  Medicsu-e? 

AU  of  these  solutions  have  problems  associated  with  them.  The  individual  prob- 
ably doesn't  understand  the  Medicare  rules,  and  is  Ukely  to  be  confused  by  the  com- 
plicated claims  forms.  The  doctor  or  hospital  can  only  rely  on  what  the  patient  tells 
them.  It  is  a  classic  example  of  the  adage  Garbage  In,  Garbage  Out.  Businesses  also 
may  not  have  the  necessary  health  care  information  available,  and  it  is  not  clear 
that  collecting  health  coverage  information  from  businesses  would  be  the  most  cost 
effective  solution.  As  for  insurers,  even  they  do  not  yet  have  all  their  beneficiaries 
on  a  computerized  list.  And,  even  if  the  insurance  companies  could  provid  Medicare 
with  a  Ust  of  all  the  people  they  covered  every  six  months  or  a  year,  it  would  be 
inadequate.  The  fluidity  with  which  coverage  changes  would  mean  that  the  informa- 
tion still  would  not  be  timely.  And,  the  burden  on  Medicare  to  develop  and  maintain 
such  a  large  data  base  would  be  tremendous. 

Our  last  witness  today,  Ms.  Linda  Ryan,  representing  the  New  York  Department 
of  Health  Single  Payer  Demonstration  Project,  will  tell  us  how  they  are  developing 
a  solution  to  a  problem  very  similar  to  this. 

The  problem  we  are  faced  with  today  is  not  a  simple  one.  How  do  we  develop  a 
system  that  provided  accurate  and  timely  information  without  undue  burden  on  pa- 
tients, providers,  employers  or  insurers?  It  is  my  hope  that  this  hearing  wiU  begin 
a  process  to  find  a  solution  to  that  problem.  The  New  York  project  provides  a  fresh 
and  innovative  solution  to  such  a  problem,  but  implementing  that  on  a  nationwide 
basis  is  much  more  complicated. 

But  this  is  a  task  we  must  undertake.  It  is  important  to  remember  just  what  is 
at  stake  here.  If  Medicare  is  mistakenly  paying  out  $500  million  in  claims  a  year — 
which  is  at  the  low  end  of  the  estimates — that  mistake  is  enough  to  fund  fully  the 
Ryan  White  Act  and  to  increase  funds  for  AIDs  prevention.  Or,  it  would  fiiUy  pay 
for  the  President's  proposal  to  make  permanent  the  tax  credit  for  Employer  Pro- 
vided Education  Assistance.  Or,  it  coula  simply  amount  to  $2  biUion  in  deficit  reduc- 
tion by  1997. 

What  we  are  really  looking  at  is  a  great  example  of  what  "reinventing  govern- 
ment" is  all  about.  We  have  a  real  problem  that  is  costing  hundreds  of  millions  of 
dollars.  Recent  attempts  to  solve  the  problem,  while  well  meaning,  have  failed. 
What  we  need  is  to  bring  government  and  business  together;  to  take  advantage  of 
existing  technologies;  and  to  look  where  ever  we  can  for  models  of  how  to  do  things 
more  efficiently.  Only  by  bringing  all  of  those  forces  together  can  we  reach  a  real 
solution. 

I  look  forward  to  the  testimony  today.  And  I  hope  at  the  end  of  this  morning  we 
can  forge  a  partnership  between  government  and  industry  to  develop  a  new  way  of 
doing  tilings.  A  way  that  serves  both  government  and  industry,  and  in  doing  so 
serves  the  people. 

Senator  LiEBERMAN.  I  am  very  glad  that  Senator  Bill  Roth  is 
with  us  today.  He  has  been  at  this  problem  for  some  period  of  time, 
much  to  his  credit,  and  I  am  delighted  to  introduce  him  now. 

Senator  ROTH.  Thank  you,  Mr.  Chairman.  I  will  be  very  brief  I 
do  have  a  statement  which  I  would  ask  be  included  as  if  read. 

Senator  Lieberman.  It  will  be. 

OPENING  STATEMENT  OF  SENATOR  ROTH 

Senator  Roth.  I  appreciate  and  applaud  your  interest  in  this 
matter  because,  as  you  pointed  out,  we  are  not  talking  about  chick- 
en feed.  It  has  been  estimated  that  the  loss  to  the  Government 
could  be  as  high  as  $3  billion  over  a  5-year  period.  So  whether  you 
use  it  for  some  new  program  or,  as  I  would  prefer,  for  deficit  reduc- 
tion, it  is  a  problem  that  needs  to  be  addressed,  and  addressed 
promptly. 


As  you  know,  I  held  some  hearings  some  time  ago  on  this  prob- 
lem of  Medicare  secondary  payment  in  respect  to  senior  citizens 
who  continued  to  work.  We  determined  that  the  loss  was  extraor- 
dinarily substantial  in  this  area,  that  some  insurance  companies — 
by  no  means  all,  but  some — just  relied  on  the  Medicare  paying  it 
first  and  not  undertaking  their  responsibility  as  written  into  the 
law. 

So  we  have  had  a  number  of  bills.  I  have  a  bill  in  currently  by 
which  I  would  require  the  employer  as  part  of  the  W-2  form  to 
state  whether  or  not  there  is  such  insurance.  That,  of  course,  could 
be  consolidated  in  one  place  and  available  to  the  various  programs. 

But  whatever  the  final  answer  is — and  I  agree  with  you  this  is 
a  problem  that  ought  to  be  addressed  through  modem  communica- 
tion means — it  is  important  that  we  get  on  with  the  job.  For  that 
reason,  I  want  to  again  thank  you  for  your  interest  and  leadership 
in  this  matter. 

Prepared  Statement  of  Senator  Roth 

Mr.  Chairman,  I  am  pleased  to  see  the  Subcommittee  is  looking  into  Medicare 
Secondary  Payer  (MSP)  reform,  an  issue  that  I  have  been  interested  in  for  quite 
some  time.  Over  the  years,  hearings  were  held  at  my  request,  I  introduced  three 
different  bills  to  reform  MSP,  and  I  worked  with  the  Senate  Finance  Committee  to 
enact  some  of  the  more  recent  MSP  reforms. 

MSP  pajrment  errors  involve  primarily  the  working  elderly — people  who  are  over 
65  but  who  are  still  employed  and  have  private  health  insurance  through  their  em- 
ployer. MSP  provisions  have  been  enacted  over  the  years  to  ensure  that  if  an  indi- 
vidual has  private  employer  based  insurance,  this  private  insurance  will  pay  the  pri- 
mary cost  of  medical  bills,  while  Medicare  will  contribute  only  as  a  secondary  payer. 

On  July  11th  and  12th,  1990,  hearings  were  held  at  my  request  entitled  "Health 
Care  Fraud/Medicare  Secondary  Payer  Program,"  at  the  Permanent  Subcommittee 
on  Investigations.  Our  investigation  revealed  that  a  major  reason  for  the  losses  in 
the  MSP  program  is  inefficiency  and  inaccuracy  in  collection  and  dissemination  of 
data  on  private  insurance  coverage.  We  also  discovered  that  several  very  large  in- 
surers took  advantage  of  the  lack  of  enforcement  of  MSP  and  blatantly  violated  the 
law.  Repeatedly,  medical  bills  were  sent  to  the  Medicare  program  for  the  primary 
payment  while  the  individual  in  question  was  covered  under  an  employer-sponsored 
group  health  plan  which  should  have  borne  the  primary  costs. 

As  I  pointed  out  at  that  hearing,  we  had  been  relying  for  too  long  on  an  honor 
system  for  Medicare  secondary  payer  compliance,  and  subsequent  to  the  hearings, 
I  introduced  legislation  to  remedy  the  situation. 

On  September  19,  1990,  I  introduced  S.  3074  a  bill  requiring  any  entity  insuring, 
underwriting,  or  administering  a  group  health  plan,  as  well  as  certain  employers 
to  notify  the  Secretary  of  Health  and  Human  Services  of  individuals  who  would  be 
subject  to  the  provisions  of  the  MSP  program.  In  this  proposal,  Medicare  adminis- 
trators could  query  a  central  data  bank  to  access  the  correct  information.  Essen- 
tially, under  this  type  of  proposal,  the  correct  information  would  have  been  submit- 
ted by  the  health  insurance  administering  entities. 

In  the  next  Congress,  I  altered  my  proposal  so  that  the  data  collection  would  have 
been  achieved  through  the  IRS  W-2  form.  I  made  these  changes  to  the  legislation 
because  they  established  a  more  accurate  and  less  onerous  means  of  collecting  the 
data.  On  Februarv  6,  1991,  I  introduced  S.  365  the  "Medicare  Secondary  Payer  Re- 
form Act  of  1991.  This  proposal  was  endorsed  bv  the  Bush  Administration  in  both 
its  fiscal  year  1992  and  fiscal  year  1993  budget  documents,  and  a  savings  of  $3  bil- 
lion over  five  years  was  attributed  to  this  approach  in  the  Bush  outgoing  fiscal  year 
1994  budget.  This  bill  proposed  to  collect  the  data  on  employee  enrollment  in  em- 
ployer sponsored  group  plans  through  the  IRS  W-2  form  and  then  placed  this  infor- 
mation in  a  central  data  bank  for  MSP  queries  by  Medicare  contracted  insurance 
carriers. 

Finally,  on  February  3,  1993,  I  introduced  S.  285,  the  "Medicare  Secondary  Payer 
Reform  Act  of  1993."  Although  this  bill  is  very  similar  to  the  bill  I  introduced  in 
the  102nd  Congress,  I  broadened  the  scope  of  the  legislation  by  expanding  access 
for  payment  status  inquiries  to  the  central  data  bank  to  all  Federal  health  pro- 
grams. 


I  was  pleased  to  see  that  the  Clinton  administration's  "Vision  of  Change  for  Amer- 
ica" included  a  very  similar  proposal  which  also  relies  on  collection  of  data  on  em- 
ployment based  health  coverage  through  the  W-2  form.  In  fact,  the  administration 
document  states  that  "rather  than  the  current  "pay  and  chase"  procedures  where 
Federal  programs  pay  first  and  chase  payers  afterwards,  this  proposal  focuses  on 
avoiding  erroneous  payments  by  identifying  the  appropriate  coverage  before  pay- 
ment." 

I  believe  S.  285  would  save  the  taxpayers  of  America  billions  of  dollars  in  Federal 
health  care  programs  through  improved  administration  of  the  payer.  This  plan  is 
simple  to  implement  and  according  to  President  Bush's  outgoing  budget,  would  save 
at  least  $3  billion  over  the  next  five  years. 

S.  285  has  two  components.  First,  it  amends  the  Federal  W-2  tax  form  adding 
one  additional  line  asking  employers  to  certify  (a)  whether  or  not  they  offer  group 
health  insurance  to  their  employees  and  (b)  what  type  of  coverage  (self  or  family), 
if  any,  the  employee  has  elected.  Second,  and  the  key  to  the  success  of  this  MSP 
reform  legislation,  is  the  establishment  of  a  data  bank  for  the  collection  and  process- 
ing of  this  health  insurance  information.  Without  such  a  systematic  process,  the  er- 
roneous payments,  waste  and  abuse  occurring  under  the  MSP  program  wUl  con- 
tinue. Medicare  administrators  as  well  as  other  appropriate  state  agencies  would 
have  access  to  the  information  as  a  check  to  ensure  that  the  proper  private  insur- 
ance, if  applicable,  has  paid  primary  to  Medicare. 

My  legislation  does  not  amend  current  MSP  payment  requirements  which  have 
been  in  force  for  over  a  decade,  but  it  does  set  up  a  new  system  of  identifying  Medi- 
care beneficiaries  who  qualify  under  MSP.  In  fact,  for  years,  MSP  statute  has  re- 
quired employer  group  health  coverage  pay  primary  for  enrolled  working  Medicare 
beneficiaries  or  the  older  spouse  of  a  working  individual.  In  addition,  Medicare 
should  pay  secondary  during  the  first  18  months  that  a  working  individual  enrolled 
in  their  employer's  group  health  care  plan  qualifies  for  Medicare  End  Stage  Renal 
Disease  coverage.  . 

Although  these  provisions  for  Medicare  secondary  payer  have  been  in  effect  for 
years,  implementation  of  the  program  has  been,  at  best,  erratic.  And,  poor  imple- 
mentation over  the  past  decade  has  cost  the  taxpayer  billions  of  dollars.  Various 
government  sources,  including  the  Department  of  Health  and  Human  Services  In- 
spector General,  estimate  that  losses  to  the  Federal  Government  as  a  result  of  Medi- 
care payments  which  should  have  been  borne  by  private  payers  range  from  $400 
million  to  $1  billion  per  year. 

S.  285,  as  I  indicated,  is  a  very  straightforward  approach  to  remedying  a  signifi- 
cant problem.  It  is  clear  we  must  do  all  that  we  can  to  at  least  better  track  who 
should  be  paying  the  bills  for  those  under  Federal  health  care  programs.  Medical 
care  providers  such  as  hospitals.  Medicare  contractors  which  administer  Medicare 
benefits,  private  insurance  companies,  the  Health  Care  Financing  Administration, 
and  even  the  Congress — all  bear  some  of  the  responsibility  for  this  situation,  and 
all  must  work  together  to  rectify  it. 

As  we  consider  how  to  address  health  care  reform,  it  is  also  imperative  that  we 
look  at  the  system  we  now  have,  and  attempt  to  preserve  the  good  aspects  of  this 
and  eliminate  the  bad.  S.  285  will  save  needless  retracing  of  steps  and  ensure  that 
we  proceed  systematically  and  prudently.  In  fact,  it  make  sense  to  improve  how  the 
Federal  Government  currently  administers  Medicare  and  other  Federal  health  pro- 
grams for  its  beneficiaries. 

The  United  States  has  the  most  advanced  medical  research  programs  and  health 
technology  in  the  world.  Yet,  by  gradually  pricing  ourselves- out  of  our  own  market, 
we  run  the  danger  of  loosing  the  competitive  edge  which  has  enabled  our  doctors 
and  nurses,  our  hospitals  and  clinics  to  be  at  the  forefi-ont  in  offering  lifesaving 
cures  and  techniques. 
Mr.  Chairman,  I  commend  you  for  holding  this  hearing. 

Senator  Lieberman.  Thank  you,  Senator  Roth. 

I  am  dehghted  to  welcome  the  four  witnesses  here  this  morning 
representing  an  array  of  different  perspectives  on  this  problem  or 
involvement  in  the  problem.  We  look  forward  to  your  testimony. 

Now,  we  are  going  to  run  the  clock  at  5  minutes  as  a  guide  to 
you.  If  you  are  not  totally  finished  at  the  end  of  the  5  minutes,  you 
are  free  to  exercise  your  First  Amendment  rights  for  some  reason- 
able period  of  time  thereafter.  But  don't  over-exercise  them. 


Let's  begin  with  Leslie  Aronovitz,  Associate  Director  of  Health 
Financing  and  Policy  Issues,  Human  Resources  Division  of  the 
General  Accounting  Office.  Good  morning. 

Let  me  ask  you  and  all  the  other  witnesses,  these  mikes  are  very 
targeted,  so  you  have  to  really  speak  right  into  them.  Thanks. 

TESTIMONY  OF  LESLIE  G.  ARONOVITZ,i  ASSOCIATE  DIREC- 
TOR, HEALTH  FINANCING  AND  POLICY  ISSUES,  HUMAN  RE- 
SOURCES DIVISION,  GENERAL  ACCOUNTING  OFFICE 

Ms.  Aronovitz.  Thank  you,  Mr.  Chairman  and  members  of  the 
Subcommittee.  I  am  pleased  to  be  here  today  to  discuss  some  of  the 
work  we  have  done  on  the  Medicare  Secondary  Payer,  or  MSP,  pro- 
visions. I  have  prepared  a  longer  statement  that  I  would  request 
be  submitted  for  the  record. 

Senator  LlEBERMAN.  It  will  be.  Thanks. 

Ms.  Aronovitz.  Over  the  years,  efforts  have  been  made  to  iden- 
tify working  beneficiaries  and  their  spouses  whose  other  health  in- 
surance is  the  primary  payer  to  Medicare  £ind  to  recover  Medicare 
payments  that  should  have  been  paid  by  a  private  insurer. 

MSP  efforts  have  reduced  Medicare  costs  by  billions  of  dollars. 
However,  the  process  of  identifying  the  instances  where  Medicare 
is  the  secondary  payer  and  recovering  mistaken  payments  is  labor 
intensive  and  expensive.  Enforcing  the  MSP  provisions  has  been  a 
long-standing  challenge  for  HCFA,  and  despite  its  best  efforts  and 
the  millions  of  dollars  spent  to  identify  primary  payers,  hundreds 
of  millions  of  Medicare  dollars  remain  uncollected. 

The  MSP  provisions  apply  to  a  relatively  small  portion  of  the 
total  number  of  Medicare-eligible  persons,  about  1.5  million  bene- 
ficiaries. Nevertheless,  because  of  the  size  of  the  Medicare  program, 
the  dollar  v£due  of  claims  subject  to  the  MSP  provisions  is  substan- 
tial. 

Senator  Lieberman.  Let  me  just  interrupt  you  for  a  point  of  fact 
so  I  can  clarify.  You  have  given  the  absolute  number.  What  per- 
centage of  Medicare  beneficiaries  do  we  think  have  a  secondary 
payer  potential? 

Ms.  Aronovitz.  It  is  about  4  percent. 

Senator  Lieberman.  Four  percent  have  some  other  kind  of  insur- 
ance. OK.  Thanks. 

Ms.  Aronovitz.  In  fiscal  year  1992,  HCFA  claimed  about  $2.8 
billion  in  savings  through  its  pursuit  of  MSP  activities.  Some  of 
this  was  cost-avoided  funds  where  providers  properly  billed  other 
insurers  rather  than  Medicare.  The  cost,  however,  to  both  screen 
claims  and  to  attempt  to  recover  mistakenly  paid  claims  that  same 
year  amounted  to  about  $90  million. 

Over  the  past  several  years,  we  have  issued  a  number  of  reports 
on  how  well  contractors  have  avoided  paying  Medicare  claims  by 
identifying  beneficiaries  or  their  spouses  who  had  private  insur- 
ance. We  concluded  that,  for  a  number  of  reasons,  the  contractors 
were  not  very  effective.  Recent  HCFA  initiatives  have  enhanced 
contractors'  ability  to  identify  primary  payers.  HCFA  is  doing  quite 
a  few  new  things,  some  of  which  are  innovative.  They  include  bet- 
ter reporting  by  providers,  both  on  the  Part  A  and  Part  B  side,  and 


^The  prepared  statement  of  Mr.  Aronovitz  appears  on  page  31. 
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clarification  of  the  Medicare  claims  form  to  better  identify  MSP  in- 
formation. 

Since  December  of  1990,  contractors  have  used  a  regional 
database,  called  the  Common  Working  File,  that  flags  beneficiaries 
that  might  have  other  insurance.  Also,  contractors  research  the 
first  claim  of  beneficiaries  to  see  if  they  are  working  and  had  pri- 
vate insurance.  In  1994,  HCFA  will  use  an  initial  enrollment  ques- 
tionnaire to  obtain  employment  information  when  beneficiaries 
first  become  eligible  for  the  Medicare  program. 

While  these  approaches  have  improved  the  process  of  identifying 
beneficiaries  with  private  insurance,  this  activity  is  very  costly  and 
it  is  still  very  inefficient.  The  approaches  used  are  all  dependent 
on  information  obtained  by  the  provider  or  the  beneficiary  at  one 
point  in  time.  But  because  beneficiaries'  employment  status  is 
fluid,  information  obtained  through  these  efforts  can  become  obso- 
lete. 

We  believe  that  the  key  to  efficient  operation  of  the  Medicare 
Secondary  Payer  program  is  to  avoid  paying  inappropriate  claims 
in  the  first  place.  It  is  critical,  that  HCFA  does  not  find  itself  in 
a  pay  or  chase  situation  trying  to  recover  funds  once  they  were 
mistakenly  paid. 

The  burden  to  recover  mistakenly  paid  claims  is  not  just  on  Med- 
icare contractors,  but  also  on  private  insurers  which  must  search 
their  files,  often  dating  back  several  years,  to  determine  if,  in  fact, 
they  were  the  primary  payer. 

In  conjunction  with  overall  national  health  reform  and  efforts  to 
reduce  the  administrative  burden  in  the  health  care  system,  we  be- 
lieve there  are  opportunities  to  identify  a  much  more  efficient  and 
less  costly  approach  to  MSP  activities. 

As  discussed  with  your  staff,  we  beheve  the  feasibility  of  HCFA 
obtaining  MSP  data  from  private  insurers  and  employers  with  self- 
insured  plans  should  be  explored.  Devising  an  approach  to  rou- 
tinely obtain  information  up  front  may  turn  out  to  be  the  most  effi- 
cient and  timely  approach  to  avoiding  inappropriate  payments. 

This  concludes  my  prepared  statement.  I  will  be  happy  to  answer 
any  questions  you  may  have. 

Senator  Lieberman.  Thanks,  Ms.  Aronovitz.  Let  me  just  ask  you 
a  point  of  clarification.  You  mentioned  that  there  is  $2.8  biUion  in 
cost  avoidance. 

Ms.  Aronovitz.  That  is  correct. 

Senator  Lieberman.  Over  what  period  of  time  was  that? 

Ms.  Aronovitz.  That  was  in  one  fiscal  year. 

Senator  Lieberman.  One  fiscal  year. 

Ms.  Aronovitz.  When  a  provider  identifies  another  insurance 
company  as  primary  payer,  they  send  Medicare  a  no-pay  bill,  which 
informs  Medicare  that  they  are  not  the  primary  payor.  When  a  con- 
tractor receives  those  no-pay  bills,  they  can  count  these  amounts 
as  funds  that  they  did  not  pay  out  that  they  might  have,  had  they 
not  known  that  Medicare  was  the  secondary  payor. 

Senator  Lieberman.  So  those  are  savings  of  what  might  have 
been  Medicare  payments. 

Ms.  Aronovitz.  It  is  not  really  savings.  It  is  money  that  poten- 
tially could  have  been  mistakenly  paid  that  wasn't. 


Senator  LiEBERMAN.  That  is  a  good  way  to  say  it,  if  the  law  had 
not  worked,  if  the  system  had  not  worked  the  way  it  was  supposed 
to. 

Ms.  Aronovitz.  Exactly. 

Senator  Lieberman.  Now,  does  that  $2.8  billion  include  any 
funds  that  were  obtained  as  a  result  of  the  so-called  pay-and-chase 
system?  That  is  total  cost 

Ms.  Aronovitz.  The  $2.8  billion  is  the  total  that  has  been  either 
collected,  recovered,  or  avoided.  A  portion  of  that  is  the  avoidance. 
That  is  the  easier  way  and  the  least  burdensome  way  to  identify 
funds. 

Senator  Lieberman.  Do  you  have  any  idea  of  how  much  of  the 
$2.8  billion  is  from  the  pay-or-chase  system? 

Ms.  Aronovitz.  No,  I  do  not  at  this  point. 

Senator  Lieberman.  OK.  Which  fiscal  year  was  that,  the  $2.8  bil- 
lion? 

Ms.  Aronovitz.  Fiscal  year  1993. 

Senator  LiEBERMAN.  Fine.  Thanks. 

The  second  witness  is  Carol  Walton,  who  is  the  Director  of  the 
Bureau  of  Program  Operations  at  HCFA,  which  is  the  Health  Care 
Financing  Administration,  which,  of  course,  oversees  Medicare. 
Welcome. 

TESTIMONY  OF  CAROL  J.  WALTON,^  DIRECTOR,  BUREAU  OF 
PROGRAM  OPERATIONS,  HEALTH  CARE  FINANCING  ADMIN- 
ISTRATION 

Ms.  Walton.  Mr.  Chairman,  I  am  pleased  to  be  here  today  to 
testify  on  behalf  of  the  Health  Care  Financing  Administration  re- 
garding the  Medicare  secondary  payer  program. 

The  Medicare  program  assists  in  the  payment  of  health  care 
services  for  35  million  Americans.  HCFA  administers  the  program 
through  contracts  with  intermediaries,  which  process  the  Part  A 
claims,  and  through  carriers,  which  process  the  Part  B  claims.  The 
Medicare  contractors  together  processed  over  650  million  claims 
last  year,  in  fiscal  year  1992. 

The  Medicare  progrgim  by  law  may  not  make  primary  payment 
on  claims  for  services  in  specified  situations  where  other  insurance 
coverage  is  available.  Since  1980,  Congress  has  periodically  enacted 
changes  to  the  Medicare  statute  making  Medicare  secondary  payer 
to  many  other  types  of  insurance. 

Medicare  secondary  payer  provisions  have  been  very  challenging 
from  the  beginning  to  administer.  HCFA  and  the  Medicare  contrac- 
tors face  many  obstacles  in  getting  correct  information  on  other  in- 
surance and  keeping  it  current.  While  the  law  prohibits  Medicare 
from  making  primary  payments  when  other  insurance  is  available, 
no  statutory  authority  existed  for  the  collection  of  data  from  em- 
ployers or  insurers  prior  to  the  enactment  of  OBRA  89.  Therefore, 
the  Health  Care  Financing  Administration  has  for  the  most  part, 
depended  on  data  obtained  from  claims  processing  and  bene- 
ficiaries. 


^  The  prepeired  statement  of  Ms.  Walton  appears  on  page  36. 
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In  spite  of  these  obstacles,  Medicare  contractors  historically  have 
returned  an  impressive  $25  for  every  $1  invested  in  Medicare  sec- 
ondary payer  activities.  Over  the  past  5  years,  these  activities  have 
returned  $12  billion.  In  1992  we  recovered  $2.8  biUion  of  which  $1 
billion  was  cost  that  was  avoided.  The  remainder  was  recovered 
through  pay-and-chase  activities. 

Senator  LlEBERMAN.  So  $1.8  billion  was  pay  and  chase. 

Ms.  Walton.  Yes.  It  is  a  pretty  big  business  now  at  the  recovery 
end. 

Senator  LlEBERMAN.  What  would  you  estimate  as  the  number 
that  remains  out  there  uncollected? 

Ms.  Walton.  It  is  a  little  bit  like  trying  to  estimate  fraud  and 
abuse.  It  is  incredible. 

The  old  claims  we  are  looking  for  in  the  data  match  were  ini- 
tially estimated  to  recover  between  $600  million  and  $1  billion.  At 
this  time,  we  think  it  may  be  even  higher  than  $1  billion.  Those 
are  old  claims. 

Senator  LlEBERMAN.  Over  what  period  of  time  would  that  cover? 
How  far  back  are  you  going? 

Ms.  Walton.  The  data  recovery  is  going  back  to  1983,  a  decade 
of  mistaken  payments. 

Senator  LlEBERMAN.  So  there  may  be  $1  billion  yet  uncollected? 

Ms.  Walton.  Yes. 

Senator  LlEBERMAN.  I  am  simplifying  it. 

Ms.  Walton.  Yes. 

Senator  LlEBERMAN.  Money  that  should  have  been  paid  under 
the 

Ms.  Walton.  It  should  have  been  paid  by  other  insurers  or  em- 
ployers instead  of  Medicare.  That  is  correct. 

Senator  Lieberman.  And  what  is  your  estimate — I  am  going  to 
let  the  clock  run  a  little  longer  since  I  am  taking  your  time. 

Ms.  Walton.  Thank  you. 

Senator  Lieberman.  What  is  your  estimate  annually — and  I  un- 
derstand we  are  guesstimating  here — of  that  4  percent  of  the  bene- 
ficiaries? How  much,  in  effect,  that  we  are  collecting  or  that  you 
collected  in  the  most  recent  year — we  have  numbers  of  $1.8  billion. 
What  do  you  think  the  potential  collection  is,  from  those  who  had 
other  forms  of  insurance? 

Ms.  Walton.  My  estimate  would  be  that  perhaps  $400  million  is 
still  missing.  But  I  don't  think  we  have  a  good  way  of  identifying 
it. 

Senator  Lieberman.  Fine.  Why  don't  you  go  ahead? 

Ms.  Walton.  Effective  administration  of  the  Medicare  secondary 
payer  provisions  requires  HCFA  to  look  at  three  broad  areas: 

First,  we  need  to  have  an  effective  education  program.  We  have 
targeted  mostly  providers  to  educate  them  about  the  provisions  and 
get  them  to  ask  patients  if  they  have  other  insurance  and,  when 
there  is,  actually  to  bill  the  other  insurance  first.  This  is  the  cost 
avoidance  that  my  colleague  mentioned. 

Secondly,  HCFA  has  to  assure  that  the  contractors  work  aggres- 
sively to  avoid  mistaken  payments  during  the  claims  process.  The 
problem  is  not  a  systems  problem;  it  is  an  information  problem.  If 
they  have  information  about  other  payers,  they  annotate  the  files; 
detect  those  claims  before  payment;  deny  them;  and  indicate  they 
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need  to  be  sent  to  another  insurer.  These  steps  are  taken  during 
the  claims  process.  If  the  information  is  available,  claims  are  re- 
jected and  not  paid  incorrectly. 

Finally,  we  have  to  assure  that  when  mistaken  payments  have 
been  made,  the  contractors  will  take  action  to  get  the  money  back. 
So,  whenever  new  information  becomes  available  about  other  insur- 
ance, we  require  the  contractors  to  search  their  files  for  old  bills 
paid  and  initiate  recovery.  That  is  a  classic  pay  and  chase  situa- 
tion. 

Until  1989,  HCFA  relied  on  data  reported  on  claims  and  on  infor- 
mation from  a  first  claim  development.  When  beneficiaries  first  be- 
come eligible  for  Medicare  they  are  most  likely  to  be  working  or 
their  spouse  may  still  be  working.  We  have  found  that  an  effective 
activity  for  Medicare  contractors  is  to  send  a  questionnaire  to  bene- 
ficiaries when  their  first  claim  for  Medicare  benefits  is  submitted. 
This  questionnaire  asks  them  about  other  insurance  and  the  work- 
ing status  for  themselves  and  their  spouse.  This  information  is  an- 
notated to  the  files,  and  any  future  claims  can  then  be  paid  cor- 
rectly. 

However,  in  1989,  Congress  recognized  that  contractors  could  not 
identify  all  MSP  situations,  and  legislation  was  enacted  that  au- 
thorized HCFA  to  match  Medicare  files  with  the  IRS  and  SSA 
earnings  data.  Using  this  information,  we  can  now  identify  both 
Medicare  beneficiaries  and  their  spouses  with  employment.  We 
then  contact  the  employers  and  request  information  about  insur- 
ance for  Medicare  beneficiaries  and  their  spouses.  This  is  helping 
particularly  with  the  spousal  coverage,  which  previously  has  been 
very  difficult  for  us  to  identify. 

Using  the  data  we  get  back  from  the  employers'  questionnaires, 
we  £innotate  our  files  to  prevent  any  further  mistaken  pajnments. 
This  is  preventing  $1  million  a  month  in  mistaken  payments  just 
from  our  employer  questionnaires. 

Further,  we  are  now  starting  the  pay-and-chase  part  of  this  oper- 
ation. To  date,  we  have  identified  to  date  $270  million  in  mistaken 
payments  and  have  sent  demand  notices  to  employers'  insurance 
and  insurance  companies.  And  that  process  is  continuing. 

The  Health  Care  Financing  Administration  has  continually 
searched  for  ways  to  refine  and  improve  the  MSP  process.  One  of 
the  initiatives  now  under  development  is  an  initial  enrollment 
questionnaire.  We  are  proposing  to  send  new  beneficiaries  a  ques- 
tionnaire to  obtain  insurance  information  from  them  and  their 
spouses.  Then,  we  will  have  that  information  in  our  files  before 
they  use  services,  so  that  there  is  not  the  hassle  of  sending  a  ques- 
tionnaire when  they  are  ill  or  when  they  are  first  obtaining  serv- 
ices. 

We  still  think  that  there  is  clearly  a  need  for  legislation  to  im- 
prove the  efficiency  of  MSP.  The  Administration  is  asking  for  some 
legislative  changes  with  their  budget  submission  next  week.  We  are 
going  to  ask  for  Congress  to  extend  three  current  provisions,  one 
of  them  being  the  data  match.  And,  we  are  proposing  the  creation 
of  a  third-party  clearinghouse,  similar  to  that  in  Senator  Roth's 
statement,  and  for  annotation  of  insurance  on  the  W-2.  We  think 
this  would  facilitate  the  Medicare  data  match  process  and  enable 
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States  and  other  Federal  programs  to  coordinate  benefits  more  ac- 
curately. 

We  also  have  an  administration  proposal  that  would  maike  the 
MSP  rules  easier  to  explain. 

We  have  made  substantial  progress  in  preventing  the  mistaken 
payments  and  recovering  payments  that  were  incorrectly  made. 
However,  there  is  no  question  that  there  are  obstacles  to  the  effi- 
cient administration  of  MSP.  The  main  obstacle  is  simply  getting 
the  correct  information  up  front  before  the  mistaken  payment  is 
made. 

We  think  an  improved  mechanism  for  coordinating  public  and 
private  health  benefits  would  yield  dividends  for  the  system  as  a 
whole.  We  have  spent  a  good  deal  of  money  pursuing  mistaken  pay- 
ments, and  some  insurers  have  expended  substantial  resources  op- 
posing our  collection  efforts.  In  addition,  both  GAO  and  the  inspec- 
tor general  reports  have  indicated  that  sometimes  two  insurers  are 
pa3dng  for  the  same  service.  When  Medicare  and  another  insurer 
both  make  primary  payments,  there  is  a  windfall  for  the  provider. 
I  suspect  the  same  thing  could  happen  between  two  private  insur- 
ance companies  if  they  are  not  coordinating  their  payment.  We 
think  there  are  certain  things  that  could  be  done  to  increase  the 
efficiency  of  the  Nation's  health  system  as  a  whole. 

We  look  forward  to  working  with  the  industry  and  the  Congress 
to  improve  the  operation  of  our  program. 

Thank  you. 

Senator  Lieberman.  Thank  you,  Ms.  Walton.  I  look  forward  to 
coming  back  to  some  questions. 

I  take  it,  just  briefly  before  we  move  on,  that  HCFA  also  feels 
that  the  less  we  rely  on  a  pay-or-chase  system,  the  better  we  are; 
the  more  we  have  an  up-front  approach,  the  better  that  is  going  to 
be. 

Ms.  Walton.  Overall,  in  the  claims  process,  our  philosophy  has 
been  that  the  most  efficient  way,  the  least  expensive  and  easiest 
way  is  to  do  it  right  the  first  time.  That  certainly  would  include 
having  the  right  insurance  pay  first,  the  first  time. 

Senator  Lieberman.  Mr.  Michener,  welcome.  James  Michener  is 
counsel  to  the  head  of  the  Insurance  Division  at  the  Law  Depart- 
ment at  Travelers  Companies.  Welcome,  for  the  insurance  company 
point  of  view. 

TESTIMONY  OF  JAMES  M.  MICHENER,^  COUNSEL,  HEAD  OF  IN- 
SURANCE DIVISION,  LAW  DEPARTMENT,  THE  TRAVELERS 
COMPANIES 

Mr.  Michener.  Thank  you.  Travelers  very  much  appreciates  the 
opportunity  to  testify  today  on  ways  to  improve  the  MSP  program. 
As  a  major  health  insurer  and  a  Medicare  contractor  of  long  stand- 
ing, we  have  a  large  stake  in  the  efficient  operation  of  the  MSP 
program. 

Like  all  the  previous  witnesses,  we  agree  that  the  fundamental 
premise  of  a  successful  MSP  program  is  the  identification  of  the 
correct  primary  payer  at  the  beginning.  There  are  many  solutions 


^  The  prepared  statement  of  Mr.  Michener  appears  on  page  39. 
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that  can  be  applied  to  that  problem,  but  perhaps  £in  electronic  com- 
puterized system  may  be  the  only  way  to  really  catch  all  the  in- 
stances where  private  payers  are  the  primary  payers. 

As  we  are  all  aware,  health  care  costs  in  the  country  are  a  major 
problem,  and  the  administrative  costs  are  a  large  part  of  these 
costs  and  are  perhaps  much  too  high.  Medicare  secondary  payer, 
compared  to  some  other  issues,  might  be  considered  unexciting, 
and  it  is  obviously  very  detailed,  but  we  think  it  is  an  excellent 
place  to  begin  to  reform  the  system  and  to  reduce  these  costs. 

As  has  been  explained.  Medicare  has  improved  its  data-process- 
ing systems  over  the  last  several  years  and  is  now  able  to  identify 
thousands  and  maybe  millions  of  potentially  incorrect  old  Medicare 
claim  payments.  Medicare  is  using  this  information  to  generate  de- 
mands to  private  payers  like  Travelers  to  reprocess  these  claims. 

Medicare's  motivation  for  doing  this  is  very  understandable,  to 
collect  money  that  possibly  was  incorrectly  paid.  However,  on  the 
other  hand,  the  effect  on  the  private  claims  paying  business  is  very 
significant  to  process  these  old  claims. 

Our  own  experience  may  be  a  useful  exsimple.  In  recent  months, 
we  have  received  over  2,000  of  these  requests  from  Medicare.  Our 
claims  experts  estimate  that  it  will  take  approximately  3  man- 
years  to  process  these  claims.  Compared  to  the  other  numbers  men- 
tioned today,  that  is  not  a  very  significant  amount  of  money  to  pay 
that  expense.  However,  as  has  also  been  explained,  we  can  expect 
to  receive  many,  mginy  more  in  the  future,  and  those  costs  will  be 
significant. 

Based  on  our  experience,  many  of  these  requests  will  be  for 
claims  never  submitted  to  Travelers.  So  we  didn't  make  a  mistake 
on  them  the  first  time  around.  And  our  experience  also  tells  us  that 
many  of  them  will  not  be  our  responsibility.  However,  we  will  have 
the  administrative  costs  of  processing  them. 

It  does  seem  to  us  that  the  money  that  will  be  spent  by  both  the 
Government  and  the  private  side  of  the  health  claim  processing 
business  could  fund  the  development  of  a  system  to  solve  these 
problems.  An  added  benefit  of  that  would  also  be  to  eliminate  some 
of  the  hassle  for  Medicare  beneficiaries  that  may  be  caught  in  a 
fight  between  Medicare  and  private  payers  over  who  is  the  correct 
primary  payer. 

The  system  of  pay  and  chase  is,  indeed,  burdensome,  and  the 
reason  for  it  is  that  there  are  significant  differences  between  proc- 
essing old  claims  that  we  would  receive  from  Medicare  and  process- 
ing claims  in  a  current  environment.  We  have  to  research  our 
records,  and  many  of  the  issues  that  arise  in  processing  an  old 
claim  just  are  not  relevant  when  processing  a  claim  currently.  For 
example,  the  funding,  whether  the  customer  is  self-insured  or  in- 
sured, can  be  very  important  in  processing  an  old  claim. 

Just  as  an  example  of  the  difficulty,  I  took  one  of  these  2,000 
claims,  and  it  is  a  claim  we  received  in  late  February  of  this  year. 
It  is  demanding  a  reimbursement  from  Travelers  for  $104.28,  and 
it  involves  five  individual  claims  going  back  as  far  as  1985.  I  don't 
know  the  merits  of  this  claim,  but  I  can  tell  you  that  the  expense 
of  researching  it  will  probably  far  exceed  the  $100  that  is  de- 
manded of  us. 
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Senator  LlEBERMAN.  What  is  your  guess  as  to  how  much  it  will 
cost? 

Mr.  MiCHENER.  I  would  say  if  it  takes  us  3  hours,  it  probably 
would  be  $200,  $300,  if  you  add  in  all  the  expense.  Much  of  it  de- 
pends on  whether  the  employer  in  this  case  is  still  a  customer  of 
Travelers.  If  it  is  not  a  customer,  we  will  have  to  re-create  all  the 
information  on  their  plan.  We  don't  maintain  that  after  they  leave 
us. 

As  for  the  future,  again,  we  would  be  in  favor  of  implementing 
all  the  solutions  that  have  been  discussed  and  really  coming  up 
with  a  solution  that  would  solve  the  problem  going  forward.  I  think 
that  everybody  understands  that  after  the  fact,  quality  control  or 
pay  and  chase,  whatever  name  you  want  to  call  it,  is  a  very  expen- 
sive way  to  handle  these  problems. 

Thank  you. 

Senator  LlEBERMAN.  Thank  you.  I  appreciate  your  perspective. 
We  will  come  back  with  some  questions. 

Our  final  witness  for  the  answer  to  all  our  problems — well,  at 
least  a  possible  solution — Linda  Ryan  is  the  Director  of  the  Single 
Payer  Demonstration  Program  for  the  New  York  Department  of 
Health.  Welcome.  We  look  forward  to  your  testimony. 

TESTIMONY  OF  LINDA  K.  RYAN,i  DIRECTOR,  SINGLE  PAYER 
DEMONSTRATION  PROGRAM,  NEW  YORK  DEPARTMENT  OF 
HEALTH 

Ms.  Ryan.  Good  morning,  Mr.  Chairman.  I  am  pleased  to  have 
the  opportunity  to  speak  with  you  today  about  our  project  in  New 
York  and  some  potentieil  applications  to  Medicare  administration 
and  the  secondary  payer  issue. 

The  need  for  health  care  reform  is  one  of  the  few  socIeiI  issues 
around  which  there  is  almost  universal  agreement.  The  extent  and 
approach  of  that  reform  generates  great  controversy.  While  we  in 
Government  examine  the  impacts  of  change,  providers,  particularly 
hospitals,  cope  with  decreasing  resources  and  increasing  demands 
on  the  system.  Coupled  with  the  lack  of  primary  care  and  treat- 
ment of  such  critical  problems  as  AIDS  and  tuberculosis  is  the  com- 
plex method  of  accessing  payment  resulting  from  the  fragmented 
system. 

With  support  from  The  Robert  Wood  Johnson  Foundation,  the 
New  York  State  Health  Department  developed  the  Single  Payer 
Demonstration  Program  to  improve  administrative  efficiency  by  co- 
ordinating, automating,  and  standardizing  claims  processing,  bill- 
ing, and  payment  systems.  The  focus  of  the  program  is  on  the  im- 
plementation of  technologies  that  can  operate  in  a  multiple-payer 
system  to  mimic  the  efficiencies  of  a  single  payer. 

The  Single  Payer  Demonstration  Program  involves  the  imple- 
mentation of  an  all-payer  electronic  clearinghouse.  This  establishes 
a  system  which  is  an  electronic  network  between  providers  and 
payers  for  the  transfer  of  claim  and  eligibility  data.  The  clearing- 
house acts  as  the  translator  so  that  providers  and  payers  can  com- 
municate system  to  system  without  major  and  costly  chguiges.  Pa- 
perwork is  sharply  reduced. 


iThe  prepared  statement  of  Ms.  Ryan  appears  on  page  41. 
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At  this  time  we  are  operational  at  24  hospitals  in  New  York 
State,  sending  claims  to  Blue  Cross,  Medicaid,  Medicare,  HMO's, 
and  other  commercial  payers.  We  plan  to  add  physician  practices 
and  free-standing  cUnics  in  the  next  3  months  and  to  expand  the 
program  statewide  on  a  voluntary  basis  over  the  next  2  years. 

The  development  of  an  integrated  point-of-service  eligibility  sys- 
tem using  the  clearinghouse  is  also  part  of  the  program.  This  will 
permit  the  provider  to  determine  the  patient's  enrollment  in  one  or 
several  insurance  plans  at  the  time  of  service.  Information  about 
copayments,  deductible  status,  and  utilization  controls  can  also  be 
transmitted  at  the  time.  The  integrated  point-of-service  eligibility 
system  is  now  operational  in  several  sites,  and  we  expect  to  com- 
plete it  in  the  27  demonstration  sites  by  the  mid-year. 

Senator  Lieberman.  Let  me  understand.  Where  do  you  obtain 
the  data  that  is  the  base?  In  other  words,  do  I  understand  that  if 
I  was  covered  and  I  went  into  a  doctor's  office  who  was  part  of  the 
plan  that  the  doctor's  office  could  check  into  your  database  and  find 
out  who  I  was  insured  by  and  whether  I  was  also  on  Medicare,  or 
would  it  rely  on  my  answers  to  the  doctor's  questions? 

Ms.  Ryan.  A  little  bit  of  both.  In  fact,  this  system  is  a  network 
into  the  actual  files  meiintained  by  the  fiscal  intermediaries  and  the 
private  insurers.  We  do  not  attempt  to  create  a  central  file  which 
may  not  be  updated  appropriately  but,  rather,  to  use  network  tech- 
nology to  link  in  and  have  read  access  to  the  existing  files  of  pri- 
vate and  public  insurers. 

Senator  Lieberman.  So  you  are  plugging  in  through  this  network 
to,  for  instance,  everyone  covered  by  Medicare  in  New  York;  is  that 
correct? 

Ms.  Ryan.  That  is  correct. 

Senator  Lieberman.  And  perhaps  Travelers  would  give  you  a  list 
of  everyone  they  are  covering  in  New  York,  or  do  you  plug  into 
their  network  as  well? 

Ms.  Ryan.  We  work  with  a  company  called  NEIC.  I  am  not  sure 
if  Travelers  works  with  them  on  ehgibility.  NEIC  is  the  National 
Electronic  Information  Corporation,  represented  and  owned  by  a 
number  of  private  insurers,  and  provides  the  claims  processing  and 
eligibility  network. 

In  answer  to  your  question  regarding  how  reliant  are  we  on  the 
patient,  the  patient  does  remain  a  source  of  information.  However, 
for  example,  in  our  Medicaid  system  we  have  tested  the  capability 
of  using  patient  name,  part  of  the  Social  Security  number  and  birth 
date  to  develop  a  unique  identification  and  read  into  these  files 
when  the  patient  may  not  have  a  card,  may  not  identify  themselves 
as  having  Medicaid,  or  may  not  have  an  ID  number.  So  we  are 
looking  at  other  capabilities  of  reading  into  these  files.  Naturally, 
it  is  dependent  on  the  payer's  capability  £ind  willingness  to  share 
that  information. 

Senator  Lieberman.  Sure. 

Ms.  Ryan.  We  have  found  cooperation  to  be  outstanding  in  New 
York. 

Senator  Lieberman.  From  the  patients? 

Ms.  Ryan.  From  the  payers,  providers,  and  the  patients. 

The  electronic  eligibility  verification  is  intended  to  ensure  that 
the  correct  payer  is  billed  and  that  payment  is  processed  quickly. 
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To  ensure  that  information  is  current,  eligibility  verification  needs 
to  be  done  on  a  real-time  basis.  Currently,  eligibility  verification  re- 
quires a  variety  of  modes.  Some  may  be  by  telephone  with  lengthy 
delays,  which  are  just  impractical  in  a  busy  admissions  office. 

An  integrated  network  of  all  payers  and  employer  files  means 
that  a  single  computer  and  a  single  process  can  access  the  files  of 
several  payers  to  confirm  eligibility.  While  the  development  of  this 
system  in  our  program  focused  on  meeting  provider  needs  to  con- 
firm coverage,  there  are  several  other  potential  benefits  of  this  all- 
payer  approach.  With  proper  authority  and  cooperation  of  private 
insurers,  the  public  payers  such  as  Medicaid  and  Medicare  can 
query  these  files  to  determine  other  sources  of  coverage. 

In  addition,  in  the  case  of  Medicare,  the  computer  can  be  pro- 
grammed to  identify  a  plan  as  either  primary  or  supplemental  to 
the  coverage  and  direct  the  claim  to  the  appropriate  payer  in  the 
first  instance. 

The  Single  Payer  Demonstration  Program,  we  believe,  dem- 
onstrates what  States  can  do  to  rationalize  the  administration  of 
health  care  for  the  patient,  providers,  and  payers.  Such  efforts  use 
modem  technologies  familiar  to  us  in  other  areas  of  our  lives,  such 
as  banking  and  the  travel  industry.  The  network  approach  elimi- 
nates the  need  for  redundant  files  which  may  or  may  not  be  up- 
dated and  will  require  a  separate  £uid  costly  effort  to  maintain.  In- 
surers under  this  system  m£iintain  their  own  files. 

A  very  important  issue,  we  think,  is  confidentiality  and  privacy 
of  patient  information.  Computers  offer  additional  opportunities 
over  paper  systems  or  telephone  systems  for  such  confidentiality. 

Finally,  the  use  of  the  integrated  system  fosters  coordination  of 
patient  benefits  and  the  appropriate  assignment  of  financial  re- 
sponsibility to  the  patient's  multiple  sources  of  coverage.  The  true 
beneficiary  of  our  system  should  be  and  is  the  patient,  who  will  re- 
ceive the  full  benefit  of  his  insurance  and  not  be  burdened  with  pa- 
tient billing.  At  the  present  time,  we  know  that  patients  receive 
bills  in  the  mail.  They  really  can't  figure  them  out.  If  you  have  ever 
looked  at  them,  they  take  a  variety  of  forms.  Patients  don't  know 
if  they  are  being  asked  to  pay  or  if  they  are  being  told  that  their 
insurer  has  paid,  and  very  often  we  believe  these  patients  pay 
these  bills  out  of  pocket  when  coverage  is  available.  I  think  that 
is  inappropriate. 

The  development  of  the  electronic  network  of  providers,  payers, 
and  Government  not  only  facilitates  the  flow  of  information  but 
does  so  at  a  reduced  cost  for  all  parties.  The  clearinghouse  tech- 
nology is  flexible  enough  to  work  with  national  networks  that  exist 
or  may  be  developed. 

Finally,  the  clearinghouse  mechanism  is  an  efficient  platform  for 
several  models  of  universal  access  because  it  provides  a  network  for 
data  transmission  and  creates  a  database  for  planning  and  re- 
source allocation.  The  claim  represents  the  patient  encounter,  the 
basic  building  block  of  utilization.  Creating  a  database  of  claims 
creates  a  utilization  profile  of  a  provider,  a  payer,  community, 
State,  or  the  Nation. 

That  concludes  my  prepared  statement.  I  would  be  happy  to  an- 
swer £aiy  questions  you  may  have. 
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Senator  LlEBERMAN.  Thank  you,  Ms.  Ryan.  Very  interesting.  Do 
I  understand  correctly  that  The  Robert  Wood  Johiison  Foundation 
is  the  sole  supporter  of  this  program;  in  other  words,  it  is  picking 
up  the  total  cost  of  the  program? 

Ms.  Ryan.  No.  The  Robert  Wood  Johnson  Foundation  does  pro- 
vide some  support.  The  hospitals  are  paying  for  part  of  the  expense 
for  the  system.  We  are  working  primarily  with  hospitals  in  New 
York  State  where  we  set  all  rates  except  Medicare,  and  they  are 
cost-based.  So  they  can  recover  costs,  although  we  expect  savings 
to  greatly  outweigh  the  cost.  The  State  of  New  York  is  also  commit- 
ting resources  to  this  project. 

Senator  LlEBERMAN.  It  sounds  like  the  kind  of  program  that  if 
it  works — and  it  sounds  like  it  is  working — is  in  everybody's  inter- 
est to  support,  including  financigdly;  that  the  return  would  be  more 
than  the  cost. 

Ms.  Ryan.  We  expect  the  return  to  be  significant  in  terms  of  re- 
duced staffing,  reduced  bad  debt,  and  the  reduced  expense  to  insur- 
ers that  receive  incomplete  clsiims  and  aged  claims  where  the  infor- 
mation to  resolve  them  is  no  longer  available. 

Senator  LlEBERMAN.  Right.  What  is  the  general  cost  range  here 
of  the  program? 

Ms.  Ryan.  I  have  those  figures.  For  the  demonstration,  which  is 
at  27  hospitals,  representing  about  13,000  beds  in  New  York,  the 
cost  is  about  $5.5  million  annually.  We  expect  a  net  savings,  in  the 
range  of  $42  million. 

Senator  LlEBERMAN.  That  is  great.  What  percentage  of  patients — 
these  are  hard  numbers  to  ask,  but  how  much  of  the  State  are  you 
covering?  I  guess  that  would  be  my  layman's 

Ms.  Ryan.  About  17  percent  of  the  State's  beds  are  in  the  hos- 
pitals in  the  demonstration. 

Senator  LlEBERMAN.  Yes?  That  is  great. 

I  want  to  welcome  my  colleague  and  the  ranking  member  of  the 
Committee,  Senator  Thad  Cochran.  Nice  to  see  each  other  off  the 
floor  these  days,  isn't  it? 

Senator  Cochran.  That  is  right.  I  don't  recognize  you  in  the  day- 
light. [Laughter.] 

Senator  LlEBERMAN.  Do  you  have  an  opening  statement? 

OPENING  STATEMENT  OF  SENATOR  COCHRAN 

Senator  CocHRAN.  Thank  you,  Mr.  Chairman.  I  first  want  to  con- 
gratulate you  on  convening  the  hearing  and  looking  into  this  very 
important  issue.  I  have  an  opening  statement  which  I  would  appre- 
ciate being  printed  at  the  appropriate  place  in  the  transcript  of  the 
hearing. 

Senator  LlEBERMAN.  It  will. 

Senator  CoCHRAN.  I  will  have  some  questions  later  on,  but  I 
don't  want  to  interrupt  the  questioning  that  is  under  way  right 
now.  But  I  appreciate  very  much  your  recognizing  me. 

Prepared  Statement  of  Senator  Cochran 

Mr.  Chairman,  I  appreciate  your  continued  efforts  to  identify  ways  the  Federal 
Government  can  reduce  the  budget  deficit  by  making  government  programs  more 
efficient. 

Today  we  review  options  for  improving  the  quality  of  information  available  to  the 
Health  Care  Financing  Administration  in  its  efforts  to  better  identify  beneficiaries 
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that  have  private  insurance.  Since  1980,  these  private  poUcies  are  supposed  to  have 
been  the  primary  payer  of  claims,  with  Mediceu-e  being  secondeuy.  The  effort  to  com- 
ply with  this  requirement  has  been  burdensome  both  for  HCFA  for  private  insur- 
ance companies,  and  for  providers. 

We  have  heard  from  providers,  especially  physicians,  who  have  had  claims  dis- 
allowed because  the  patient  did  not  provide  complete  information  on  whether  they 
were  covered  by  private  insurance.  I  know  some  people  think  this  is  a  good  idea, 
but  we  have  physicians  who  say  it  is  unfair  to  penalize  them  if  their  patients  don't 
offer  the  information,  especially  since  which  the  physician  has  no  other  way  of  ob- 
taining access  to  the  information  requested  by  HCFA. 

I  hope  we  can  identify  some  methods  of  getting  better  information  to  HCFA  to 
help  prevent  unnecessary  payments.  It  is  important  that  we  do  this  in  a  way  that 
does  not  infringe  on  anyone's  right  to  privacy  or  any  company's  right  to  proprietary 
information. 

I  also  hope  we  will  take  a  look  at  how  best  to  utiUze  our  resources.  As  one  of  our 
witnesses  points  out  in  his  prepared  testimony,  it  would  seem  to  make  better  sense 
to  use  the  money  now  being  spent  to  identify  mistaken  claims  of  the  past  to  improve 
the  current  system  so  that  we  alleviate  the  problem  from  the  beginning. 

I  look  forward  to  hearing  the  testimony  of  our  witnesses. 

Senator  LlEBERMAN.  Thank  you,  Senator. 

I  will  run  the  5-minute  clock  on  myself,  and  other  members  as 
well. 

Let  me  ask  some  baseline  questions  here  at  the  outset.  Let  me 
ask  a  first  question,  which  is:  Why  do  people  who  are  covered  by 
Medicare  also  have  private  insurance?  Of  course,  it  is  a  relatively 
small  number.  We  are  talking  about  4  percent.  But  why  does  it 
usually  happen?  Mr.  Michener? 

Mr.  Michener.  Well,  you  have  a  number  of  situations.  By  far  the 
largest  number  would  be  someone  who  was  over  65  and  is  still 
working. 

Senator  Lieberman.  Right,  covered  by  an  employer. 

Mr.  Michener.  Right,  and  whose  employer  has  a  private  health 
plan.  Or  if  the  spouse  of  the  employee  is  over  65,  they  are  covered 
by  Medicare.  The  identification  of  that  spouse  has  historically  been 
one  of  the  more  difficult  parts  of  the  program. 

There  are  other  categories  of  people,  but  that  is  the  primary  cat- 
egory. 

Senator  LlEBERMAN.  Would  you  want  to  add  anything  to  that, 

Ms.  Walton? 

Ms.  Walton.  Yes.  This  is  exactly  correct.  For  example,  when  my 
mother  turned  65,  she  was  still  working  and  had  insurance  at  her 
work. 

Senator  Lieberman.  Right. 

Ms.  Walton.  But  she  was  automatically  entitled  to  Medicare 
Part  A.  There  is  no  premium.  She  did  not  buy  Part  B  at  that  time 
because  I  advised  her  not  to  because  she  had  private  insurance. 
But  she  still  had  Part  A. 

Senator  LlEBERMAN.  She  got  good  counsel. 

Ms.  Walton.  Right.  And,  secondly,  I  was  just  going  to  raise  a 
question  about  with  this  demonstration  concerning  spousal  cov- 
erage. Travelers  told  us  that  their  computerized  records  really  don't 
have,  in  an  easily  available  automated  fashion,  information  about 
the  spouses  of  the  people  they  are  covering.  They  explained  that 
this  is  why  they  would  have  trouble  even  giving  us  information  on 
when  MecUcare  should  not  be  the  primary  payer.  So,  I  am  wonder- 
ing if  the  demonstration  project  is  able  to  handle  that,  as  Travelers 
changes  their  computer  system. 
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Senator  Lieberman.  Ms.  Ryan,  do  you  want  to  answer  that? 

Ms.  Ryan.  We  are  working  through  NEIC,  so  I  really  couldn't 
comment  specifically  on  whether  Travelers  has  changed  it.  But  I 
think  this  is  why  one  needs  an  all-payer  system  so  that  you  have 
the  ability  to  query  all  of  the  files. 

Senator  Lieberman.  What  is  interesting  about  your  answer  is 
that  of  the  4  percent  of  people  on  Medicare  who  are  covered  by 
their  insurance,  it  sounds  to  me  hke  most  of  them  are  covered  by 
group  health  plans  because  they  are  covered  by  employers? 

Ms.  Walton.  Employers,  yes.  That  is  correct. 

Senator  Lieberman.  Which  at  least  to  me  would  make  it  seem 
to  be  a  target  easier  to  hit.  In  other  words,  that  they  are  more  like- 
ly to  be  coming  through  groups  and  are  easy  to  get  to. 

Let  me  ask  you  the  next  baseline  question,  which  is:  Why  is  the 
problem  occurring?  In  other  words,  is  this  a  matter  of  fi-aud  in  any 
sense,  or  is  it  just  sloppiness  or  just  error?  I  look  at  the  health  in- 
surance claim  form,  and  the  question  doesn't  exactly  jump  out  at 
you.  But  if  somebody  fills  it  out,  it  says  here  pretty  clearly.  This 
is  blown  up  behind  me,  and  if  you  have  very  good  eyes,  you  can 
see  it:  Is  there  another  health  benefit  plan?  I  don't  know.  Maybe 
you  could  state  that  more  clearly,  but  it  just  says  yes  or  no.  And 
if  yes,  return  to  and  then  complete — then  it  goes  down  to  the  next 
section. 

So  what  is  going  on  here,  do  you  think?  Why  are  people  not  an- 
swering the  question  or  why  don't  we  know?  Is  it  fraud  or  error  or 
sloppiness  or  what? 

Mr.  MiCHENER.  This  is  just  an  opinion,  but  I  think  probably  a 
lot  of  it  comes  about  through  ch£inge.  Even  if  you  correctly  identify 
the  situation  when  the  beneficiary  becomes  eligible  for  Medicare,  if 
you  go  back  to  that  doctor's  office  and  were  desding  with  the 
beneficary's  spouse,  who  pays  primary  for  that  spouse  will  depend 
on  the  spouse's  emplojrment.  So  if  the  week  before  my  wife  goes  to 
the  doctor  I  go  back  to  work,  all  of  a  sudden  Medicare  is  secondary 
rather  than  primary.  That  is  a  difficult  thing  to  keep  up  with. 

Also,  there  are  categories  for  the  working  aged  MSP  category 
that  cuts  off"  at  20  employees.  So  even  if  the  emplojrment  is  con- 
stant, the  status  of  the  employer  could  change.  They  could  go  from 
below  20  to  over  20,  and  I  think  keeping  up  with  that  is  difficult. 

Senator  LIEBERMAN.  So  some  of  it  is  just  confusion,  difficulty  of 
keeping  up  with 

Mr.  MiCHENER.  I  think  it  is  a  difficult  process. 

Senator  Lieberman.  Ms.  Aronovitz,  do  you  have  an  answer  to 
that  from  the  GAO  perspective? 

Ms.  Aronovitz.  I  also  think  there  is  resdly  no  incentive  for  a  pri- 
vate insurance  company  to  volunteer  or  to  try  to  find  out  if  they 
are  a  primary  payer  and  to  advise  Medicare  that  they  are  only  pay- 
ing the  remaining  part  of  a  claim  when  in  fact,  they  should  have 
been  the  primary  payer. 

There  are  no  incentives  right  now  for  them  to  volunteer  such  in- 
formation. 

Senator  Lieberman.  Because  it  costs  them  more? 

Ms.  Aronovitz.  It  costs  them  more,  absolutely. 
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Senator  Lieberman.  Is  there  any  incentive  to  the  beneficiary,  or 
do  you  think  they  perceive  any  benefit  to  them  in  having  Medicare 
pay  the  claim  as  opposed  to  their  private  insurer? 

Ms.  Aronovitz.  I  don't  know  the  answer  to  that. 

Senator  Lieberman.  This  is  pretty  speculative.  I  just  wonder 
whether  there  is  a  psychology  at  work  here  where  people  feel,  gee, 
I  pay  for  my  private  insurance,  I  get  Medicare — obviously  not  free 
of  charge,  but  they  don't  think  of  a  premium,  for  the  most  part — 
and  so  why  not  let  the  Government  pick  it  up. 

Ms.  Aronovitz.  Right. 

Senator  Lieberman.  Ms.  Walton? 

Ms.  Walton.  I  don't  think  there  is  an  incentive  for  the  bene- 
ficiary to  let  Medicare  be  the  primary  payer  incorrectly.  A  colleague 
of  mine,  who  is  also  a  Medicare  beneficiary,  had  a  mistaken  pay- 
ment for  a  hospital  stay,  and,  of  course,  he  did  not  want  to  pay  the 
Medicare  deductible.  His  private  insurance  was  actually  better. 
But,  when  the  private  insurance  is  primary.  Medicare  fills  in  the 
gaps  as  the  secondary  payer.  So  it  is  really  more  beneficial  to  the 
beneficiary  to  have  it  paid  correctly.  The  other  insurance  pays  pri- 
mary; Medicare  fills  in  any  of  the  copays  or  deductibles. 

Senator  Lieberman.  Ms.  Ryan,  why  don't  you  go  ahead? 

Ms.  Ryan.  I  think  that  the  patient  is  generally  not  the  person 
making  the  decision  in  terms  of  which  payer  is  primary  and  which 
is  secondary;  that  is,  generally  speaking,  a  decision  made  by  the 
provider. 

Senator  Lieberman.  The  provider. 

Ms.  Ryan.  And  the  rules  are  somewhat  unclear.  You  can  have  a 
supplemental  plan  or  a  primary  plan.  And  so  it  is  difficult  for  bill- 
ers,  who  are  the  people  that  may  be  making  that  decision  to  trans- 
late it  onto  the  claim  form.  Some  questions  have  been  asked  of  the 
patient  but  the  information  may  be  unclear.  The  provider  makes 
the  decision  as  to  who  to  send  it  to  first.  I  think  that  is  why  we 
are  interested  in  having  an  all-payer  system  that  will  allow  an 
automated  identification  of  the  order  of  payers. 

Senator  Lieberman.  But  you  would  say  that  the  provider  doesn't 
have — or  does  the  provider  have  any  incentive  to  want  to  get  paid 
by  Medicare  as  opposed  to  the  private  insurer  as  secondary? 

Ms.  Ryan.  Not  that  I  am  aware  of.  I  think  the  provider  has  an 
incentive  to  get  as  much  of  the  bill  paid  as  possible. 

Senator  Lieberman.  Except  for  that  group — I  don't  know  how 
large  it  is — that  was  referred  to  before  that  occasionally  gets  paid 
by  both.  That  is  clearly  an  incentive. 

Does  that  happen  very  much? 

Ms.  Walton.  Actually,  the  inspector  general's  office  did  a  study 
of  the  credit  balances  in  hospitals,  and  found  about  $150  million 
worth  of  credit  balances  where  refunds  are  owed  to  Medicare.  Two- 
thirds  of  that,  I  think  like  the  lion's  share,  was  from  billing  both 
parties  at  the  same  time.  What  happens  is,  if  they  see  there  are 
two  insurers,  they  send  bills  to  both. 

Senator  Lieberman.  Send  a  bill. 

Ms.  Walton.  Right. 

Senator  Lieberman.  In  the  current  state  of  shared  information, 
both  might  pay  the  bill.  So  that  is  clearly  another  incentive  for 
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Medicare  and  the  private  insurers  to  get  together  and  try  to  work 
out  a  better  system. 

My  time  is  up.  Senator  Cochran? 

Senator  Cochran.  Mr.  Chsiirman,  thank  you  very  much. 

I  think  HCFA  has  denied  payment  to  some  providers  who  don't 
provide  information  on  a  claim  form  regarding  a  patient's  other 
coverage.  These  providers  have  suggested  to  our  office  that  they 
are  being  penalized,  in  effect,  for  something  that  may  be  an  error 
on  the  part  of  the  insured  or  the  recipient  of  the  services.  They 
can't  control  whether  the  patient  provides  that  information  to  them 
or  not. 

Is  that  a  problem,  really,  or  is  this  something  that  providers 
could  solve  if  they  really  tried? 

Ms.  Walton.  Well,  if  you  are  referring  to  the  box  on  the  claim 
form  that  asks  if  there  is  any  other  health  insurance  the  provider 
can  check  this  "yes"  or  "no". 

One  thing  that  providers  had  compMned  about  is  our  holding 
claims  until  we  got  the  questionnaire  information  back  from  bene- 
ficiaries. Since  other  insurance  exists  in  only  4  or  5  percent  of  the 
cases,  we  have  discontinued  holding  claims.  We  will  go  ahead  and 
pay  claims  so  the  provider  is  not  disadvantaged  while  we  are  trying 
to  get  the  information.  And,  frankly,  the  beneficiary  population  for 
Medicare  really  is  good  about  returning  information  and  answering 
questions. 

Senator  CoCHRAN.  In  your  statement,  Mr.  Michener,  you  mention 
that  a  lot  of  time  and  effort  and  expense  goes  into  trying  to  verify 
whether  a  claim  that  has  been  paid  was  paid  correctly  or  whether 
an  error  was  made,  and  that  more  time  and  attention  and  effort 
ought  to  be  spent  in  preventing  errors  rather  than  looking  back 
and  going  back  and  trying  to  get  supporting  documents  and  infor- 
mation on  which  to  try  to  prove  that  what  you  did  was  justified  or 
wasn't,  and  that  this  is  not  just  an  expense  for  the  insurance  com- 
panies, but  also  for  HCFA  because  of  the  time  and  effort  spent  on 
that. 

What  is  your  suggestion  for  specific  reform  to  keep  that  from 
happening? 

Mr.  Michener.  Well,  I  think  there  were  a  number  of  things  dis- 
cussed today.  I  think  improving  the  claim  form  and  making  it  even 
clearer  what  information  people  have  to  provide  about  other  cov- 
erage, improved  instructions  to  the  claim  form,  and  I  wouldn't 
claim  to  be  an  expert  in  this  electronic  system  here,  but  it  does 
sound  like  it  is  a  promising  way  of  identifying  the  correct  payer  up 
front. 

Senator  CocHRAN.  Secretary  Sullivan,  when  he  was  Secretary  of 
HHS,  called  on  the  insurance  companies  and  providers  to  try  to  de- 
velop a  standardized  system.  I  don't  know  that  he  called  on  them 
to  try  to  come  up  with  a  computerized  model  as  we  have  here  being 
discussed,  but  is  this  the  only  model  like  this  in  the  country?  Is 
this  New  York  model  unique,  Ms.  Ryan? 

Ms.  Ryan.  We  know  that  there  are  a  number  of  States  working 
on  models  like  this.  As  far  as  we  know,  we  are  the  only  all-payer 
system  working  on  a  statewide  level. 
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Senator  CoCHRAN.  Did  all  the  funding  for  this  come  from  The 
Robert  Wood  Johnson  Foundation,  or  did  you  use  State  funds  and 
other  private  funds  to  come  up  with  the  resources? 

Ms.  Ryan.  It  has  been  a  partnership  because  we  have  funded  it 
partly  by  The  Robert  Wood  Johnson  Foundation,  partly  with  some 
State  funding,  and  with  some  participation  by  the  providers,  who 
in  turn  are  reimbursed  by  the  payers.  We  don't  set  the  Medicare 
rate,  though,  so  Medicare  did  not  participate  in  this  funding. 

Senator  CoCHRAN.  How  did  you  get  the  form  developed?  Did  you 
call  in  people  to  offer  suggestions  for  designing  the  form?  Or  did 
you  just  do  this  in-house? 

Ms.  Ryan.  We  worked  from  the  very  beginning  with  payers  and 
providers  identifying  what  works  in  their  institutions  and  trying  to 
limit  resource  inputs,  because  the  purpose  of  the  demonstration  is 
really  to  reduce  the  administrative  expense.  So  we  worked  very 
closely  in  outlining  and  developing  the  components  of  the  system 
with  both  payers  and  providers.  Systems  development  implementa- 
tion and  support  is  provided  by  Wellmark,  Incorported,  Westlake 
Village,  California,  CIS  Technologies,  Incorporated,  Tulsa,  Okla- 
homa and  Med  E  America,  Mitchell  Field,  New  York. 

Senator  Cochran.  Has  there  been  any  difficulty  about  protecting 
proprietary  information?  Have  insurance  companies  worried  to  you 
out  loud — or  quietly — about  that? 

Ms.  Ryan.  Absolutely.  And  we  have  provided,  as  best  we  can, 
guarantees  that  their  information  will  be  protected.  We  have  been 
very  concerned  about  patient  confidentiality.  That  has  been  a 
prime  concern  in  our  program  from  the  outset,  so  that  appropriate 
security  measures  in  terms  of  both  the  software  and  hardware  have 
been  developed.  But  since  the  payer  retains  their  files,  they  retain 
control  over  how  much  information  they  can  and  will  allow  to  be 
obtained.  The  provider  needs  access  only  to  information  that  the 
patient  is  enrolled,  Euid  confirms  this  a  covered  service. 

Senator  CoCHRAN.  Would  there  be  any  problem  with  the  insur- 
Eince  companies  using  this  information  to  try  to  develop  new  cus- 
tomers or  mailing  to  people  that  they  feel  are  not  sufficiently  cov- 
ered or  targeting  any  groups  or  unnecessarily  imposing  themselves 
on  people  through  this  system? 

Ms.  Ryan.  Since  we  don't  actually  centralize  the  files,  we  would 
not  allow  one  insurer  to  see  the  files  of  another  insurer.  One  excep- 
tion is  an  effort  we  are  working  on  for  our  Medicaid  program.  They 
are  querying  the  files  and  looking  for  other  insurguice.  They  are  not 
seeking  customers  and  would  give  up  their  enroUees  to  the  private 
insurers  if  possible. 

Senator  Cochran.  Thank  you  very  much. 

Senator  LiEBERMAN.  Thank  you.  Senator  Cochran. 

Mr.  Michener,  what  does  a  private  insurance  company  do,  if  any- 
thing, in  responding  to  a  claim  for  reimbursement  if  they  think 
there  is  a  possibility  that  the  claimant  might  have  other  coverage, 
private  coverage?  How  does  that  work?  Coordination  of  benefits,  is 
that  the  right  description? 

Mr.  Michener.  Yes,  that  is. 

Senator  LiEBERMAN.  I  remember  this  fi-om  my  State  legislative 
days. 
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Mr.  MiCHENER.  Right.  The  first  thing,  obviously,  that  we  work 
fi-om  is  the  claim  form,  although  there  is  more  electronic  submis- 
sion. And  if  the  claim  form  identifies  other  coverage,  then  it  is  pret- 
ty much  a  manual  process  where  people  get  on  the  phone  and  work 
with  other  insurers  to  get  the  claim  paid  by  the  primary  payer. 
And  there  are  various  rules  that  are  set  by  the  NAIC  to  determine 
who  is  the  primary  payer.  If  the  information  is  not  provided,  then 
the  claim  form  gets  sent  back  to  the  beneficiary  or  the  covered  em- 
ployee or  dependent  to  provide  that  information. 

I  think  in  the  private  world  that  is  the  real  key;  that  you  can't 
process  the  claim  with  incomplete  information.  If  you  do  that,  it  is 
very  difficult  to  straighten  it  out  later  on. 

Senator  Lieberman.  You  are  not  at  a  state  where  when  some- 
body submits  a  claim  you  can  automatically  run  them  through  a 
data  network  somewhere  to  see  whether  they  are  covered  by  any- 
body else? 

Mr.  MiCHENER.  We  do  not  have  that,  no. 

Senator  LlEBERMAN.  Let  me  go  at  some  of  the  potential  solutions 
here.  Let  me  ask  you  first,  Ms.  Ryan,  how  difficult  you  think  it 
would  be  to  expand  your  system  to  a  regional  or  national  level. 

Ms.  Ryan.  Certainly  it  has  been  very  challenging  in  terms  of 
gaining  everyone's  cooperation.  I  think  the  technology  is  the  easy 
part.  It  is  flexible.  It  is  there,  and  we  use  it  in  banking.  You  can 
use  your  card  in  any  place.  The  travel  industry  links  up  everybody. 
So  we  think  it  is  certainly  a  national  model.  We  are  linked  to  na- 
tional networks.  We  have  many  patients  who  come  fi-om  your  own 
State  of  Connecticut  down  to  New  York  City,  and  from  New  Jersey. 
We  have  Canadian  patients  coming  down  for  care.  The  linkages  are 
dependent  only  upon  phone  lines. 

Senator  LlEBERMAN.  You  made  a  specific  decision  in  this  project 
not  to  build  and  maintain  a  large  database  of  your  own,  didn't  you, 
but  to  develop  this  network  approach?  That  is  a  decision,  I  am 
sure,  that  as  we  move  toward  some — whatever  the  form  of  national 
health  insurance  reform  we  opt  for,  that  the  Government  itself  is 
going  to  make.  What  counsel  would  you  give  here  for  us?  Should 
the  Federal  Government  be  trying  to  develop  that  kind  of  database 
or  go  to  a  network  approach  such  as  the  one  you  have  chosen? 

Ms.  Ryan.  We  made  the  decision  for  two  reasons.  One  is  that  it 
allows  the  insurer  to  maintain  their  own  files  and  protects  their 
market,  which  as  Senator  Cochran  has  raised  is  a  concern,  an  im- 
portant concern  for  them.  The  second  thing  is  that  maintaining 
large  files  like  this  is  extremely  costly  and  the  insurers  already 
maintain  their  file  for  claims  processing.  If  we  were  to  create  an- 
other file,  we  risk  being  out  of  S3mchronization.  So  it  would  be  cost- 
ly. We  would  risk  that  we  would  not  be  maintaining  it  at  the  same 
rate  that  the  files  of  the  insurers  are  maintained,  and  those  are  the 
files  that  claims  are  processed  against.  So  this  gives  us  the  real- 
time information. 

Senator  Lieberman.  Let  me  ask  for  some  response  on  the  W-2 
form  answer  or  proposal  which  the  administration  has,  to  some  ex- 
tent, now  adopted.  There  are  two  different  kinds  of  criticisms  that 
I  have  heard  of,  and  I  would  like  you  to  respond.  One  is,  frankly, 
from  the  business  community  which  says  it  is  just  going  to  be  a 
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headache  to  put  this  extra  information  on  the  W-2  about  health  in- 
surance coverage.  Then  the  second  is  that  if  we  are  trying  to  move 
away  from  the  pay  or  chase,  inevitably  the  W-2  information  will 
come  after  the  fact,  and  it  will  continue  to  put  us,  therefore,  on  a 
pay-or-chase  system.  We  will  start  with  you,  Ms.  Walton,  how  you 
would  respond.  There  is  nobody  here  from  the  business  community 
in  that  sense,  but  I  can  tell  you  that  just  in  preparation  for  the 
hearing,  we  have  received  some  anguished  calls  about  the  burden 
that  this  proposal  would  have  on  them. 

Ms.  Walton.  I  am  unable  to  address  the  burden  issue  because 
I  really  don't  know  how  employers  prepare  their  W-2's.  The  anno- 
tation is  certainly  a  step  that  facilitates  the  data  match  process, 
but  it  is  not  the  final  step  if  you  consider  only  proposals  that  would 
identify  other  insurers  before  claims  are  paid — like  a  clearing- 
house. Because  the  W-2  is  prepared  after  the  fact,  that  is  true.  But 
it  certainly  facilitates  the  processes  that  we  are  doing  today. 
Senator  Lieberman.  Mr.  Michener,  do  you  want  to  respond? 
Mr.  Michener.  I  think  it  would  be  after  the  fact,  and  I  think 
that  would  be  its  biggest  problem.  And  I  think  that,  we  have  had 
several  interim  steps  in  improving  the  system,  and  that  just  strikes 
me  personally  as  possibly  a  very  large  one  that  doesn't  get  us  all 
to  where  we  are  going. 

Senator  LlEBERMAN.  That  won't  give  us  much  in  return  for  what 
it  involves.  Again,  you  are  not  on  the  business  side  of  it  in  this 
sense,  but  how  would  you  evaluate  the  burden?  But  you  are  in  the 
business  of  insurance.  How  would  you  evaluate  the  burden  on  pri- 
vate business  in  complying  with  this  W-2  procedure? 

Mr.  Michener.  Well,  I  work  for  a  very  large  business,  and  I  sus- 
pect that  it  might  not  be  that  difficult  for  a  very  large  business. 
For  a  smaller  one,  I  can  imagine  it  would  be  a  lot  more  difficult. 
Senator  LlEBERMAN.  I  thank  you  for  your  answers.  I  am  going  to 
have  to  ask  your  indulgence  for  a  moment.  In  the  vagaries  of  the 
life  that  we  lead  here,  there  is  another  Committee  that  I  am  on 
down  the  hall  that  needs  me  for  a  quorum  and  to  drop  off  a  proxy. 
So  I  am  going  to  recess  the  hearing  for  what  I  hope  will  be  5  min- 
utes. I  will  be  back  and  then  continue  the  questions. 
The  hearing  will  stand  in  recess. 
[Recess.] 

Senator  LlEBERMAN.  The  hearing  will  be  reconvened.  I  say  with 
some  pride  that  was  one  of  my  faster  turn-arounds  in  recent  mem- 
ory. 

Let  me  approach  this  for  a  moment  in  a  different  way  and  de- 
scribe the  problem,  what  some  of  its  causes  are.  We  have  talked 
a  little  bit  about  the  Single  Payer  Demonstration  project  and  the 
W-2  form.  Let  me  try  to  divide  the  claims  here,  if  I  can  put  it  that 
way. 

On  the  one  hand,  by  your  testimony,  Ms.  Walton,  we  estimate 
that  there  are  between  $600  million  and  $1  billion  of  what  I  would 
call  old  claims.  And  I  guess  the  question  that  I  want  to  ask  is  what 
we  can  do  better  about  those  right  now.  That  is  a  debt  owed  to  our 
Government.  I  understand  it  is  a  nuisance  to  the  people  involved 
in  the  insurance  companies  particularly,  and  others. 

You  Edso  said  at  one  point  in  your  testimony,  if  I  heard  you  cor- 
rectly— and  I  am  not  sure  what  this  number  comes  from — that 
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there  is  a  25-to-l  return  on  money  invested  in  collection  and  the 
money  collected,  which  is  a  pretty  good  return.  So  let  me  ask  you, 
just  setting  aside  the  ongoing  annual  problem,  which  you  have  esti- 
mated at  about  $400  million  year  that  Medicare  should  be  saving 
but  is  paying  instead  of  private  insurers,  what  can  we  do  better  to 
expedite  the  collection  of  that  outstanding  $600  million  to  $1  bil- 
lion? Is  it  just  to  hire  more  people  to  look  into  it?  It  is  25-to-l  on 
investment. 

Ms.  Walton.  Until  about  December,  HCFA  was  getting  the  proc- 
ess in  place.  We  are  working  with  the  Internal  Revenue  Service 
and  the  Social  Security  Administration.  It  is  a  big  process  to  estab- 
lish. But  as  of  today,  Senator,  the  process  certainly  is  not  perfect, 
and  I  would  not  claim  it  could  not  be  improved.  But  it  is  working 
well,  and  we  are  issuing  demand  letters  to  employers  and  insurers 
for  repayments.  The  accuracy  of  this  data,  because  we  did  use  the 
employer  surveys — and  they  were  certified  by  the  employer,  is  very, 
very  good.  I  think  the  insurance  companies  will  find  there  is  a  high 
rate  of  responsibilities  owed  to  the  Government. 

So,  from  our  point  of  view,  certainly  having  sufficient  funds  for 
the  Medicare  contractors  to  continue  this  process  and  get  this  fin- 
ished is  important. 

Senator  LlEBERMAN.  Right,  but  you  are  at  a  new  stage,  is  really 
what  you  are  trying  to 

Ms.  Walton.  Yes,  we  are  re£dly  embarking  on  a  new  stage  of 
cleaning  up  the  old  problems.  As  I  said,  it  is  not  a  perfect  process, 
but  it  is  certainly  a  giant  step. 

Senator  LlEBERMAN.  Now,  this  is  the  kind  of  question  the  Sen- 
ators ask  witnesses,  so  I  will  ask  it.  I  don't  know  what  the  answer 
is,  but  how  long  should  it  take  to  collect  what  is  reasonably  collect- 
ible out  there? 

Ms.  Walton.  Generally  speaking,  there  is  a  30-day  period  before 
debts  owed  the  Government  are  due,  and  then  interest  starts  ac- 
cruing. Obviously,  when  large  debts  are  owed,  payment  schedules 
are  worked  out.  And  sometimes  when  they  are  very  large 

Senator  Lieberman.  I  don't  mean  it  in  that  way.  If  there  is  $600 
million  out  there,  let's  say,  that  is  cumulatively  owed  the  Govern- 
ment, how  long  will  it  take  this  collection  process  you  have  now  set 
in  place  to  collect — and  these  are 

Ms.  Walton.  Just  send  the  demand  letters  to  ask  for  the  money? 

Senator  LlEBERMAN.  No.  Really  to  do  what  you  have  got  to  do  to 
collect  what  is  going  to  be  collected.  Again,  I  am  trjdng  to  separate 
between  old  debt  and  then  the  ongoing  working  out  of  the  problem. 

Ms.  Walton.  You  are  probably  asking  me  something  that  I  can't 
answer.  By  the  end  of  this  fiscal  year,  we  will  have  all  of  the  old 
claims  identified.  We  will  have  sent  demand  notices  to  insurers  or 
employers  asldng  for  that  money  back. 

Senator  Lieberman.  Right. 

Ms.  Walton.  Keep  in  mind  there  is  a  small  percentage  of  em- 
ployers still  recalcitrant  about  even  giving  us  information  on  em- 
ployees, so  some  of  those  can  take  longer.  And  it  depends  on  the 
amount  of  money  that  is  owed  us  by  the  insurance  company.  If  it 
is  a  small  amount,  they  will  pay  it  immediately. 

Even  though  we  have  just  started  sending  the  demand  letters, 
we  have  collected  over  $3  million  in  moneys  due  the  Government. 
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So,  some  of  them  have  come  in  very  quickly.  Some  of  them  will  be 
more  difficult  because  they  will  be  large  amounts,  and  we  will  have 
to  look  at  things  like  the  Federal  Claims  Collection  Act  with  proce- 
dures on  how  to  handle  that. 

Senator  LlEBERMAN.  Understood.  It  is  hard  to  make  a  clear  pre- 
diction. 

Ms.  Walton.  Yes,  it  is  very  difficult. 

Senator  LlEBERMAN,  Mr.  Michener,  the  insurance  industry  is 
often  on  the  other  side  of  this  question  of  the  so-called  old  debt,  ac- 
cumulated debt,  and  it  is  in  some  cases,  as  you  have  described,  a 
nuisance  and  a  difficult  process  to  track  down.  What  can  the  Gov- 
ernment reasonably  do?  Obviously,  we  can't  walk  away  from  a  debt 
of  this  size  or  a  collection  opportunity  of  this  size.  What  can  be 
done  about  this  problem? 

Mr.  Michener.  I  guess  I  would  speak  for  Travelers.  The  insur- 
ance industry  may  be  on  their  own.  And  we  understand  that  you 
can't  just  walk  away  from  those  amounts  of  money. 

We  would  plead  that  the  data  be  accurate.  If  it  is  accurate,  that 
will  be  a  tremendous  help.  If  it  is  not  accurate,  it  will  be  a  huge 
mess.  And  that  we  get  as  many  of  these  demands  as  soon  as  pos- 
sible, because  part  of  the  problem  here  is  the  uncertainty  of  know- 
ing whether  we  are  going  to  get  5,000  or  500,000,  and,  should  we 
go  out  and  hire  100  people  or  will  10  people  be  able  to  handle  it 
for  the  next  9  months. 

Senator  Lieberman.  This  brings  me  to  a  question  for  you,  Ms. 
Walton,  and  I  guess  for  you,  Mr.  Michener,  too.  You  began  a  pro- 
gram of  matching  claims  voluntarily  with  private  insurance  compa- 
nies, but  you  indicated  in  your  testimony,  Ms.  Walton,  that  only 
two  of  the  companies  had  volunteered  for  the  program.  I  wanted 
to  ask  you  and  Mr.  Michener  why  you  think  that  is  so.  Why  did 
only  two  volunteer? 

Ms.  Walton.  Well,  I  would  have  to  assume  if  only  two  volun- 
teered to  match  their  private  insurance  files  with  Medicare  that 
they  perhaps  wanted  to  avoid  paying  for  claims  where  they  should 
have  been  pa5dng.  That  is  what  I  would  have  assumed. 

Senator  Lieberman.  That  seems  like  the  old — well,  maybe  I 
should  give  you  a  chance  to  respond. 

Mr.  Michener.  Thank  you.  We  don't  match,  and  it  is  not  for  that 
reason.  There  is  no  requirement  to  match  files  now.  As  a  matter 
of  fact,  there  is  a  law  that  prevents  it  to  be  required  of  Medicare 
contractors. 

On  the  other  hand,  we  do  have  a  lawsuit  between  Travelers  and 
HCFA  over  some  interpretations  over  the  Medicare  Secondary 
Payer  statute,  and  we  have  discussed  with  representatives  of  the 
Government  matching  in  the  fiiture.  And  we  certainly  would  be 
willing  to  discuss  that  as  a  potential  way  to  resolve  some  of  our  dif- 
ferences. 

Senator  Lieberman.  Do  you  want  to  add  something,  Ms. 
Aronovitz? 

Ms.  Aronovitz.  We  have  been  asking  that  HCFA  be  adequately 
funded  for  its  safeguard  activities  for  many  years.  But  last  year  in 
particular —  specifically  for  the  backlog— HCFA  asked  for  $20  mil- 
lion in  contingency  funds  that  0MB  did  release,  to  try  to  get  rid 
of  the  backlog.  Unfortunately,  although  HCFA  estimated  that  it 
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should  be  able  to  rid  its  backlog  with  that  amount  of  money  in  that 
amount  of  time,  it  hasn't  happened. 

The  MSP  process  is  very  arduous.  Therefore,  you  can't  al\vays 
say  or — we  feel  very  strongly  that  any  time  you  get  involved  in  a 
situation  where  you  are  depending  on  the  beneficiary  aiid  the  pro- 
vider, not  creating  any  incentive  or  requirement  for  private  insur- 
ance companies  and  employers  with  self-insured  plans  to  have  to 
supply  information  up  front,  you  are  going  to  find  yourself  with  a 
backlog-type  situation,  and  you  are  going  to  constantly  have  to  be 
going  backwards  in  terms  of  collecting  money. 

Senator  LlEBERMAN.  That  is  a  very  good  point  and  something 
that  we  talked  about  when  we  were  getting  ready  for  the  hearing 
this  morning,  that  you  have  this  accumulation  of  $600  million  to 
$1  billion  and  you  are  working  hard  to  collect  it,  but  it  is  just  going 
to  keep  growing  unless  we  figure  out  a  way  to  cut  that  $400  million 
a  year  that  is  added  on  to  the  problem. 

Ms.  Aronovitz.  Right. 

Senator  LlEBERMAN.  Let's  move  to  that  part  of  it  now.  I  would 
ask  you,  Ms.  Walton,  to  respond  to  what  you  know  about  the  New 
York  demonstration  project  and  whether  you  see  in  this  a  good — 
well,  I  hate  to  use  the  word  "solution"  here,  but  one  of  the  better 
responses  to  the  problem  we  have  talked  about,  about  cutting  down 
this  $400  million  annual  problem,  which  I  will  describe  it  as. 

Ms.  Walton.  Obviously,  I  am  not  an  expert  in  the  New  York  pro- 
posal Euid  actually  know  very  little  about  it.  It  appears  to  me  to  be 
a  very  exciting  project  using  technology  to  make  the  administrative 
billing  processes  easier  and  more  efficient,  and  perhaps  cheaper. 

I  am  not  seeing,  though  it  is  not  apparent  with  these  charts  or 
from  the  presentation  this  morning,  that  it  would  help  with  the 
Medicare  secondary  payer  issues.  It  would  appear  to  me  that  when 
the  claim  comes  in  for  a  Medicare  beneficiary  who  has  a  working 
spouse,  that  this  system  would  still  have  Medicare  incorrectly  pay 
primary,  unless  Travelers  has  changed  their  insurance  data,  which 
they  told  us  they  had  not.  This  would  not  fix  the  Medicare  second- 
ary payer  problem.  It  will  still  continue  to  pay  incorrectly. 

Senator  Lieberman.  What  do  you  say  to  that,  Ms.  Ryan? 

Mr.  Michener.  The  same  caveat  at  the  beginning — oh,  I  am 
sorry. 

Senator  Lieberman.  I  will  come  right  to  you  in  a  minute,  Mr. 
Michener. 

Mr.  Michener.  Thank  you. 

Ms.  Ryan.  We  are  dependent  on  proper  information  being  col- 
lected at  the  outset  of  the  service  from  the  patient.  But  I  think  it 
offers  the  opportunity  to  query  the  files  more  easily.  Again,  we  are 
dependent  on  the  capability  of  the  payer.  So  what  Ms.  Walton  has 
stated  is  a  limitation. 

Senator  Lieberman.  Mr.  Michener? 

Mr.  Michener.  What  we  don't  maintain  for  spouses  is  a  pre-ex- 
isting file  that  has  all  the  data  elements  that  you  need  to  handle 
claims.  We  can't  hand  that  to  the  Government  or  anybody  else  and 
say:  Here  is  all  the  information  about  spouses;  you  take  that  infor- 
mation and  you  will  be  completely  up  to  date. 

We  have  to  react  when  claims  are  submitted  to  us.  If  we  get  sub- 
mission of  claims  in  a  timely  way  through  this  process,  then  I 
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think  it  could  be  a  help.  But,  again,  I  am  not  an  expert  in  this  sys- 
tem either. 

Senator  LiEBERMAN.  Ms.  Aronovitz,  do  you  have  a  response  to 
the  potential  of  the  New  York  experiment  being  the  way  to  go  to 
cut  down  this  $400  million  annual  problem? 

Ms.  Aronovitz.  I  believe  that  through  the  use  of  technology  and 
in  exploring  different  approaches,  it  is  very  important  to  try  to  find 
a  different  way  to  do  this.  One  way  woiold  be  to  try  to  obtain  infor- 
mation, either  through  a  clearinghouse  approach  or  through  a 
database — although  maintaining  a  separate  database  is  very  ex- 
pensive— to  identify  the  primary  payor  up  front  and  to  be  able  to 
know  ahead  of  time  how  to  route  claims. 

In  this  type  of  an  approach,  it  would  be  necessary  for  a  clearing- 
house to  be  able  to  network  or  tap  into  all  possible  insurers  and 
have  good  information,  which  it  sounds  like  right  now  is  not  avail- 
able for  spouses.  That  would  definitely  be  a  drawback  because  the 
benefit  of  any  kind  of  system  would  be  to  tell  the  clearinghouse  or 
the  contractor  whether  or  not  to  pay  the  claim  or  where  to  send 
the  claim. 

Senator  LiEBERMAN.  Yes,  Ms.  Ryan? 

Ms.  Ryan.  I  am  somewhat  unclear  about  why  the  eligibility  files 
would  not  have  accurate  information  on  spouses,  because  certainly 
in  determining  premiums,  insurance  companies  want  to  know  who 
they  are  covering.  And  when  they  process  a  claim,  and  we  are  look- 
ing for  the  file  that  they  process  against,  it  is  certainly  going  to  be 
matched  to  a  file  which  has  information  about  everyone  who  is  cov- 
ered under  a  particular  premium.  So  I  am  unsure  why  the  ability 
wouldn't  exist  to  network  into  that  file. 

Senator  Lieberman.  That  is  a  fair  question,  and  it  falls  to  you, 
Mr.  Michener,  as  the  one  person  from  the  insurance  industry  to  try 
to  answer  that. 

Mr.  Michener.  I  think  the  problem,  again,  from  Travelers  point 
of  view,  is  that  we  have  a  variety  of  ways  of  knowing  whether  we 
cover  somebody.  Obviously,  when  we  get  a  claim,  we  have  a  way 
to  identify  whether  the  person  is  covered  or  not.  But  the  real  key 
is  that  we  have  detailed  information  on  the  covered  employee,  and 
we  know  that  the  covered  employee  has  purchase  dependent  cov- 
erage. We  may  not  know  the  name,  age,  all  the  detail  of  the  spouse 
in  a  computerized  format. 

For  example,  for  some  of  our  poHcyholders,  when  we  get  a  claim 
in,  we  have  to  go  back  to  the  policyholder  and  say  is  this  person 
working  in  your  office,  is  this  person  the  spouse  of  a  person  work- 
ing in  your  office;  and  if  they  say  yes,  then  we  pay  it. 

This  system,  I  think,  would  get  the  claim  to  the  insurance  com- 
pgmy  in  a  quicker  way,  and  then  however  the  individual  company 
verifies  coverage,  they  would  have  to  run  that  process. 

Senator  LiEBERMAN.  Ms.  Walton,  let  me  come  back  to  you  in 
terms  of  one  of  the  other  responses  that  you  briefly  testified  to.  Let 
me  ask  you  to  spegik  a  little  more  about  it. 

I  gather  that  HCFA  is  working  on  changing  some  of  the  forms 
here,  and  particularly  with  regard  to  the  initial,  what  I  would  call 
an  interview  or  the  coming  into  the  Medicare  program  to  try  to 
weed  these  out  or,  to  put  it  another  way,  to  try  to  determine  at  the 
outset  who  actually  has  secondary  insurance  coverage. 
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Ms.  Walton.  That  is  correct.  What  we  are  planning  to  do  is  put 
out  an  RFP  for  a  contractor  to  estabhsh  the  initial  enrollment 
questionnaire  that  would  be  sent  to  Medicare  beneficiaries  a  couple 
of  months  before  the  Medicare  benefits  started.  Then  that  would  be 
added  to  our  Medicare  files.  It  is  something  that  we  think  we  can 
have  in  place  by  next  April.  So  it  will  be  something  that  will  ac- 
tively help  us  get  at  some  of  these  remaining  moneys. 

Senator  Lieberman.  Gk)od. 

Ms.  Walton.  It  is  not  a  perfect  solution  from  the  point  of  view 
of  change.  If  people  change  their  employment  or  change  their  in- 
surance, we  have  to  think  about  how  to  handle  that  with  an  initial 
enrollment  questionnaire.  And  we  want  to  talk  to  the  beneficiaries, 
the  beneficiary  advocacy  groups,  et  cetera,  and  get  some  input  from 
them. 

We  could  approach  it  in  two  ways.  We  could  do,  for  instance,  an 
annual  check,  just  a  card  asking  if  there  had  been  a  change  for 
those  folks  who  had  not  used  any  benefits.  So  we  will  do  some 
brainstorming  with  AARP  and  other  beneficiary  groups  to  talk 
about  how  to  use  it  best. 

Senator  Lieberman.  Good.  Well,  I  appreciate  that  you  are  doing 
that,  and  I  urge  you  to  move  with  as  much  speed  as  you  can  be- 
cause of  the  dollars  involved  here. 

Just  a  couple  more  questions.  Obviously,  discussions  of  health  in- 
surance and  health  care  are  much  in  the  minds  of  Members  of  Con- 
gress and  the  country  at  this  point,  although  barely  the  outlines  let 
alone  the  details  of  what  may  emerge  fi'om  this  process  are  clear. 
But  I  wonder  how  any  of  you  feel  this  particular  problem  would  be 
Etffected  by  health  insurance  reform.  Go  ahead,  Mr.  Michener,  start 
it  off.  Obviously,  part  of  my  question  would  be  how  can  we  affect 
it  positively,  affect  the  problem,  by  making  sure  we  have  less  debt? 

Mr.  Michener.  I  would  expect  that  any  reform  would  have  pro- 
cedures to  allow  the  electronic  trsmsmission  of  claim  information  so 
that  it  will  lower  administrative  costs,  and  Medicare  Secondary 
Payer  being  one  feature  of  the  claims-handling  process  would  seem 
like  it  would  have  to  be  taken  into  account,  like  coordination  of 
benefits,  deductibles,  coinsurance,  all  the  rest  of  the  detail  of  pay- 
ing claims. 

Senator  Lieberman.  Anybody  else?  Yes,  Ms.  Ryan. 

Ms.  Ryan.  There  have  been  a  lot  of  discussions  about  a  health 
care  card.  I  haven't  really  talked  about  that  because  it  is  a  step 
that  we  are  exploring.  But  if  patients  could  carry  cards  which 
would  be  coded  appropriately,  this  system  certainly  would  allow  for 
reading  in  that  information  and  querying  a  number  of  databases. 
Obviously,  there  are  potentials  for  security  that  need  to  be  ad- 
dressed. 

Ms.  Aronovitz.  I  think  one  thing  that  will  have  to  happen  is  to 
have  the  private  insursince  companies  become  part  of  the  solution. 
I  think  under  health  reform  that  is  definitely  going  to  happen. 
There  will  be  different  requirements  for  different  groups. 

I  think  there  needs  to  be  different  incentives  or  different  ap- 
proaches to  trying  to  make  sure  that  all  the  parties,  especially  the 
private  insurance  companies,  which  really  don't  accept  that  much 
responsibility  right  now,  come  together  and  develop  a  system  that 
works.  I  think  that,  fi:-om  that  standpoint,  there  will  be,  hopefully, 
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a  change  from  the  arduous  or  interim  type  activities  that  HCFA 
performs,  including  the  initial  beneficiary  questionnaire,  which, 
again,  still  just  provides  information  at  one  point  in  time. 

Senator  LlEBERMAN.  What  is  clear  as  we  look  at  all  this  is  that 
there  is  no  magic  bullet,  but  that  there  is  a  serious  problem.  To 
overstate  or  take  the  far  end  of  it,  it  is  a  possible  $1  billion  collec- 
tion problem  for  old  debt,  and  then  there  is  this  $400  million  an- 
nual problem.  Of  course,  in  the  overall  HCFA  budget,  that  is  a  rel- 
atively small  percentage.  On  the  other  hand,  $400  million  is  a  lot 
of  money  and  could  make  a  lot  of  things  happen  that  are  not  hap- 
pening. We  are  fighting  vigorously  on  the  floor  now  over  appropria- 
tions that  are  much  less  than  $400  milHon,  parts  of  the  stimulus 
package,  or  $400  million  a  year  would  be  added  to  deficit  reduction, 
which  is  a  good  thing  to  be  doing  as  well. 

Let  me  ask  you  one  final  question  that  really  has  to  do  with  par- 
ticularly the  old  problem,  but  perhaps  the  new  to  some  extent. 
Some  have  proposed  that  Medicare  payments  safeguard  activities 
be  exempted  from  the  Budget  Enforcement  Act,  as  we  have  done 
really  through  this  Committee  initiative  with  IRS  collection,  on  the 
theory  that  this  is  not  an  expenditure  that  is  hke  other  expendi- 
tures. We  want  to  view  it  as  an  investment  that  will  return  more 
money  because,  as  you  have  testified,  it,  in  fact,  does  return  $25 
for  every  $1  spent. 

What  do  you  think  of  that?  Is  that  a  good  idea? 

Ms.  Aronovitz.  For  many  years  we  have  emphasized  the  need 
to  protect  the  safeguard  fiinding  in  HCFA  so  that  it  can  continue 
those  activities.  We  feel  very  strongly  that  their  safeguard  funding 
needs  to  be  protected  and  increased.  In  fact,  we  have  suggested 
that  Congress  consider  amending  the  Budget  Enforcement  Act  to 
increase  expenditures  for  payment  safeguards. 

However,  it  is  a  very  expensive  program.  Last  year,  MSP  activi- 
ties accounted  for  about  $90  milhon  in  safeguard  costs.  If,  in  fact, 
HCFA  continues  to  depend  on  beneficiaries  and  providers  for  infor- 
mation, it  needs  that  money  to  be  able  to  avoid  paying  inappropri- 
ate claims  and  also  to  research  and  recover  funds. 

However,  it  seems  like  it  is  the  right  time  to  find  out  if  there  is 
a  more  efficient  way  to  use  the  $90  milhon  and  get  a  lot  more  bang 
for  your  buck. 

Senator  Lieberman.  That  is  well  said,  and  that  is  a  good  note 
on  which  to  conclude.  Clearly  we  are  all  reaching  to  get  away  from 
the  pay-and-chase  and  find  a  way  to  eliminate  the  problem  before 
it  happens.  We  had  some  interesting  suggestions  as  to  how  to  do 

it. 

The  Subcommittee  intends  to  stay  active  in  this  and  try  to  work 
with  you  and  obviously  to  urge  both  the  Government  and  private 
sector  participants  to  cooperate  and  to  see  if  we  can't  make  this 
better  in  everybody's  interest,  particularly  the  taxpayers. 

We  are  going  to  leave  the  record  of  the  hearing  open  for  2  weeks 
if  anybody,  any  of  you  or  anyone  else,  wants  to  add  additional  testi- 
mony. We  thank  you  for  your  participation.  We  look  forward  to  con- 
tinuing to  work  with  you. 

The  hearing  is  adjourned. 

[Whereupon,  at  11:17  p.m.,  the  Subcommittee  adjourned.] 
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Prepared  Statement  of  Senator  Dorgan 

Mr.  Chairman,  I  want  to  thank  you  for  holding  this  hearing  to  bring  to  Hght  the 
needless  waste  that  we  have  been  permitting  to  go  on  in  our  Medicare  system. 

Last  year,  as  Chairman  of  the  House  Task  Force  on  Government  Waste,  I  pub- 
lished a  Task  Force  Report  identifying  more  than  $60  billion  that  the  Federal  Gov- 
ernment was  simply  wasting.  Our  Task  Force  found  wasteful  overhead  spending, 
costly  management  failures,  unnecessary  duplication,  and  other  problems  in  Federal 
program  spending.  For  the  most  part,  these  were  not  controversial  issues.  They  sim- 
ply were  areas  where  the  government  was  wasting  billions  of  taxpayer  dollars  and 
nobody  paid  enough  attention  to  put  a  stop  to  it. 

Many  of  the  waste  issues  identified  in  our  report  have  been  taken  up  by  the  Clin- 
ton Administration,  most  notably  efforts  to  streamline  government  ana  cut  overhead 
costs.  However,  there  is  much  left  to  be  done. 

One  of  the  issues  that  the  Task  Force  Report  identified  is  the  very  issue  that  we 
are  discussing  today — the  waste  of  billions  of  Medicare  dollars  to  pay  hospital  and 
physician  bills  that  should  be  paid  by  private  insurers.  I  don't  think  this  is  con- 
troversial— the  private  insurers  have  collected  premiums  from  their  enrollees  in  re- 
turn for  their  promise  to  pay  for  their  health  care  bills.  When  Medicare  pays  for 
these  health  expenses  instead — to  the  tune  of  nearly  $500  million  each  year — it  is 
a  diversion  of  Federal  dollars  that  puts  the  entire  Medicare  program  in  jeopardy. 

Obviously,  we  need  some  kind  of  system  to  identify  when  a  Medicare  beneficiary 
also  has  a  private  insurer.  The  New  York  demonstration  program  that  will  be  dis- 
cussed in  this  hearing  is  an  intriguing  possibiUty,  and  I  look  forward  to  hearing  Ms. 
Ryan's  testimony. 

We  will  hear  today  that  Medicare  not  only  has  trouble  identifying  when  a  primary 
insurer  exists,  but  also  has  trouble  collecting  fi"om  the  insurer  when  Medicare  has 
mistakenly  paid  the  bills.  I  find  it  shocking  that  this  is  true  even  when  the  private 
insurer  is  a  Medicare  intermediary  paid  by  the  Federal  Government  to  process  Med- 
icare claims. 

In  my  view,  insurance  companies  that  aren't  willing  to  pay  their  fair  share  and 
contribute  to  a  solution  should  lose  their  eligibility  to  be  a  Medicare  intermediaury. 
It's  time  the  Health  Care  Financing  Administration  and  the  Federal  Government 
started  demanding  that  the  contracts  it  enters  into  are  fair  and  that  government 
contractors  consider  the  best  interests  of  the  taxpayers. 

It  is  a  failure  of  our  system  that  we  have  quietly  accepted  the  waste  of  billions 
of  taxpayer  dollars  on  health  care  bills  that  should  have  been  paid  by  private  insur- 
ers. We've  known  about  this  area  of  government  waste  for  years.  Ahhough  we've 
taken  some  small  steps  toward  addressing  the  problem,  there's  no  reason  that  we 
continue  to  permit  this  waste  to  go  on  except  that  we  haven't  made  fixing  this  prob- 
lem a  priority. 

Again,  I  appreciate  the  Chairman's  efforts  in  conducting  this  hearing  and  to  put 
this  issue  at  the  top  of  our  agenda.  I  look  forward  to  worlung  with  him  to  stop  this 
unnecessary  waste. 


Prepared  Statement  of  Leslie  G.  Aronovitz 

SUMMARY 

Medicare  is  a  Federal  health  insurance  program  for  people  age  65  or  older,  certain 
younger  disabled  beneficiaries,  and  people  of  any  age  with  permanent  kidney  fail- 
ure. Medicare  helps  pay  medical  costs  for  about  35  million  beneficiaries  under  a 
two-part  system:  part  A,  which  covers  inpatient  hospital  services,  home  health  serv- 
ices, and  various  other  institutional  services;  and  part  B,  which  covers  physician, 
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outpatient,  and  other  health  services,  such  as  diagnostic  tests.  The  Health  Care  Fi- 
nancing Administration  (HCFA),  as  part  of  the  Department  of  Health  and  Human 
Services,  administers  the  Medicare  program  and  operates  it  with  assistance  from  in- 
surance companies  that  it  contracts  with  to  process  and  pay  claims  for  covered  serv- 
ices. 

Beginning  in  1980,  the  Congress  enacted  a  number  of  laws  making  Medicare  the 
secondary  payer  for  most  beneficiaries  covered  under  employer-sponsored  group 
health  insurance.  These  amendments  have  reduced  Medicare  costs  by  billions  of  dol- 
lars. However,  the  key  to  efficient  operation  of  the  Medicare  Secondary  Payer  (MSP) 
Rrogram  is  knowing  which  beneficiaries  have  other  insurance  before  claims  are  paid, 
ledicare  has  consistently  had  problems  in  identifying  these  beneficiaries. 

Medicare  has  also  had  problems  recouping  funds  from  other  insurers  when  it  dis- 
covers that  it  has  mistakenly  paid  for  services  for  which  another  insurer  was  liable. 
As  of  January  1993,  HCFA  contractors  had  not  begun  recovery  on  about  $122  mil- 
lion of  mistaken  payments.  They  also  needed  to  research  claims  for  about  1.5  million 
other  beneficiaries  who  were  identified  as  having  other  insurance. 

HCFA  has  undertaken  many  actions  to  better  identify  beneficiaries  with  other  in- 
surance and  to  reduce  its  backlogs  of  possible  mistakenly  paid  claims.  These  efforts 
have  ranged  from  clarifying  the  Medicare  claims  forms  to  matching  Medicare  bene- 
ficiaries against  other  Federal  agencies'  records  to  identify  those  who  are  employed. 
As  a  result,  identification  of  beneficiaries  with  other  insurance  has  improved.  How- 
ever, the  process  remains  costly  and  burdensome. 

In  conjunction  with  overall  national  health  reform  and  efforts  to  reduce  the  ad- 
ministrative burden  in  the  health  care  system,  GAO  believes  opportunities  exist  to 
identify  a  more  efficient  and  less  costly  approach  to  identify  MSP  activities.  There- 
fore, GAO  believes  that  the  feasibility  of  HCFA  obtaining  MSP  data  from  other 
sources,  such  as  private  insurance  companies  and  employers  with  self-insured  plans, 
should  be  explored. 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  some  of  the  work  we  have  done  on  the 
Medicare  secondary  payer  (MSP)  provisions.  Over  the  years,  efforts  have  been  made 
to  identify  working  beneficiaries  and  their  spouses  whose  other  health  insurance  is 
the  primary  payer  to  Medicare  and  to  recover  Medicare  payments  that  should  have 
been  made  by  a  private  insurer. 

MSP  efforts  have  reduced  Medicare  costs  by  billions  of  dollars.  However,  the  proc- 
ess of  identifying  the  instances  where  Medicare  is  the  secondary  payer  and  recover- 
ing mistaken  Medicare  payments  is  labor  intensive,  expensive,  and  oflen  unreliable. 
Enforcing  the  MSP  provisions  has  been  a  longstanding  challenge  and,  despite  efforts 
by  the  Health  Care  Financing  Administration  (HCFA)  and  the  millions  of  dollars 
spent  to  identify  primary  payers,  hundreds  of  millions  of  Medicare  dollars  remain 
uncollected. 

MSP  PROVISIONS  INTENDED  TO  SAVE  MEDICARE  MILLIONS  OF  DOLLARS 

Medicare  is  a  Federal  health  insurance  program  for  people  age  65  or  older,  certain 
younger  disabled  beneficiaries,  and  people  of  any  age  with  permanent  kidney  fail- 
ure. Medicare  helps  pay  medical  costs  for  about  35  million  beneficiaries  under  a 
two-part  system:  part  A,  which  covers  inpatient  hospital  services,  home  health  serv- 
ices, and  various  other  institutional  services;  and  part  B,  which  covers  physician, 
outpatient,  and  other  health  services,  such  as  diagnostic  tests.  HCFA,  as  oart  of  the 
Department  of  Health  and  Human  Services  (HHS),  administers  the  Medicare  pro- 
gram and  operates  it  with  assistance  from  insurance  companies  that  it  contracts 
with  to  process  and  pay  claims  for  covered  services. 

Fiscal  intermediaries  are  responsible  for  paying  providers  of  services  under  part 
A  of  the  Medicare  program,  and  carriers  make  payments  to  beneficiaries  and  provid- 
ers of  services  under  part  B.  In  addition  to  processing  medical  claims  in  a  timely 
and  accurate  manner,  these  contractors  are  responsible  for  detecting  and  recovering 
Medicare  overpayments. 

In  enacting  the  Medicare  program  in  1965,  the  Congress  made  Medicare  the  sec- 
ondary payer  for  beneficiaries  also  covered  by  workers'  compensation  or  through  the 
Department  of  Veterans  Affairs.  Concerned  about  the  escalating  costs  in  the  Medi- 
care program,  the  Congress  made  several  statutory  changes  during  the  1980s  that 
also  made  Medicare  the  secondary  payer  to  certain  employer-sponsored  group  health 
insurance  plans  and  to  automobile  and  other  liability  insurance  plans. 
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The  MSP  provisions  are  intended  to  assure  that  insurers,^  whose  coverage  is  pri- 
mary, pay  claims  before  Medicare.  Under  these  provisions,  Medicare  claims  process- 
ing contractors  have  two  interrelated  responsibilities:  (1)  to  identify  beneficiaries 
with  other  insurance  and,  thus,  avoid  paying  claims  that  other  insurers  should  pay 
and  (2)  to  identify  and  recover  mistaken  payments  that  were  made  before  determin- 
ing that  the  beneficiary  had  other  insurance. 

The  MSP  provisions  apply  to  a  relatively  small  portion  of  the  total  number  of 
Medicare-eligible  persons.  Several  years  ago,  we  estimated  that  1.5  milUon  Medicare 
beneficiaries — approximately  4  percent — ^have  other  insurance  that  is  primary  to 
Medicare.  Nevertheless,  because  of  the  size  of  the  Medicare  program,  the  dollar 
value  of  Medicare  claims  subject  to  the  MSP  provisions  is  substantial. 

For  example,  in  fiscal  year  1992,  HCFA  saved  about  $2.8  billion  through  its  pur- 
suit of  MSP  activities — ^mostly  through  avoided  costs  when  providers  properly  bill 
other  insurers  rather  than  Medicare.  The  costs  to  both  screen  claims  and  to  attempt 
to  recover  mistakenly  paid  claims  in  fiscal  year  1992  amounted  to  about  $90  million. 

The  majority  of  beneficiaries  who  are  covered  by  the  MSP  provisions  are  the  so 
called  working  aged  and  their  spouses.  Contractors  experience  difficulty  in  screening 
medical  claims  to  identify  other  primary  payers  because  obtaining  information  about 
other  insurance  from  these  beneficiaries  is  difficult.  Even  more  arduous  and  costly 
are  the  contractors'  attempts  to  recover  Medicare  payments  after  a  claim  has  been 
paid  and  the  contractor  discovers  that  the  beneficiary  has  other  insurance  coverage. 

Despite  HCFA's  efforts  to  identify  insurers  that  cover  Medicare  beneficiaries, 
many  claims  are  still  being  paid  that  may  be  the  responsibility  of  other  insurers. 
Backlogs  of  mistakenly  paid  claims  have  exceeded  $1  bilUon  over  the  past  several 
years.  Also,  a  data  match  using  records  from  several  Federal  agencies  recently 
helped  HCFA  identify  over  a  million  additional  beneficisiries  who  potentially  have 
other  health  insurance. 

EFFORTS  TO  ASSURE  BETTER  IDE^^^FICATION  OF  PRIVATE  INSURANCE  BEFORE  CLAIMS 

ARE  PAID 

Over  the  past  several  years,  we  have  issued  a  number  of  reports  on  how  well  con- 
tractors performed  the  first  of  their  MSP  responsibilities — identifying  cases  where 
beneficiaries  or  their  spouses  have  private  insurance,  and  avoiding  inappropriate 
Medicare  payments.^  We  concluded  that,  for  a  number  of  reasons,  the  contractors 
were  not  very  effective  at  identifying  other  insurers  that  should  pay  before  Medi- 
care. Recent  HCFA  initiatives  have  enhanced  contractors'  ability  to  identify  primary 
payers  and  have  helped  avoid  mistaken  pajmients.  However,  while  the  process  of 
identifying  beneficiaries  with  private  insurance  has  greatly  improved,  this  activity 
is  costly  and  is  dependent  on  mformation  that  HCFA  and  its  contractors  must  con- 
stantly update. 

The  following  are  some  of  HCFA's  current  and  planned  MSP  activities: 

Beneficiary  screening  by  the  provider.  HCFA  requires  part  A  providers  to  inter- 
view beneficiaries  about  possible  other  insurance  at  the  time  services  are  provided 
and  is  in  the  process  of  also  making  this  mandatory  for  part  B  providers.  HCFA 
has  also  sought  revisions  to  the  Medicare  claim  form  that  make  MSP  questions 
more  expUcit.  Contractors  are  instructed  to  reject  claims  if  providers  submit  claims 
without  answering  the  MSP  questions. 

Common  Working  File.  Since  December  1990,  contractors  share  information  about 
MSP  situations  on  a  series  of  regional  databases  known  as  the  Common  Working 
File.  Subsequent  claims  should  be  denied,  or  at  least  further  researched,  if  a  bene- 
ficieiry  has  private  insurance  and  a  claim  is  submitted  to  Medicare  as  primary 
payer. 

First  claim  development.  Contractors  research  the  first  claim  of  beneficiaries  to 
see  if  they  were  working  and  had  private  insurance.  If  this  is  the  case,  the  informa- 
tion is  noted  in  the  Common  Working  File,  subsequent  claims  are  not  paid,  and  re- 
covery of  the  first  claim  payment  is  attempted. 

Initial  Enrollment  Questionnaire  (lEQ).  This  initiative  will  provide  contractors 
with  detailed  information  about  beneficiaries'  other  insurance  at  the  time  they  en- 
roll in  Medicare.  The  lEQ  project  will  provide  additional  information  to  the  Common 
Working  File  when  information  about  a  beneficiary's  other  insurance  is  identified. 


^We  use  the  term  insurer  to  mean  all  liable  third  parties,  including  insurance  companies, 
third-party  administrators,  and  self-insured  employer  health  benefit  plans. 

^Medicare:  More  Hospital  Costs  Should  Be  Paid  by  Other  Insurers  (GAO/HRD-87-43,  Jan.  29, 
1987). 

Medicare:  Incentives  Needed  to  Assure  Private  Insurers  Pay  Before  Medicare  (GAO/HRD-89- 
19,  Nov.  29,  1988) 
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All  of  these  approaches  attempt  to  identify  the  possibility  of  private  insurance  cov- 
erage— but  only  at  one  point  in  time.  Because  beneficiaries'  employment  status  is 
fluid,  information  collected  through  these  efforts  can  become  obsolete.  This  places 
contractors  at  risk  for  mistakenly  paying  claims,  and  finding  themselves  in  a  pay 
and  chase  situation  where  they  spend  time  and  resources  to  recover  these  payments. 

EFFORTS  TO  RECOVER  MISTAKEN  PAYMENTS  ARE  COSTLY  AND  LABOR  INTENSIVE 

The  second  responsibility  of  contractors — to  identify  and  recover  mistaken  pay- 
ments that  were  made  before  determining  that  the  beneficiary  had  other  insur- 
ance— is  a  labor-intensive  and  costly  activity.  In  April  1991,  HCFA  instructed  con- 
tractors to  develop  a  system  to  identify  and  report  the  number  and  dollar  amount 
of  mistaken  payments  that  were  unrecovered  on  a  quarterly  basis.^  Before  then, 
HCFA  did  not  regularly  collect  data  on,  nor  require  contractors  to  identify  and  re- 
port, mistaken  payments  that  were  owed  by  primary  insurers.  In  their  July  1991 
reports,  contractors  reported  backlogs  of  about  $1.1  billion. 

At  that  time,  contractors  lacked  the  necessary  resources  to  recover  the  backlog  of 
mistaken  payments.  To  help  eliminate  the  $1.1  billion  backlog,  0MB  released  funds 
of  about  $20  million  to  Medicare  contractors.  HHS  stated  that  this  funding  was  suf- 
ficient to  eliminate  all  of  the  backlogs  by  the  end  of  fiscal  year  1992.  HCFA  has  re- 
cently advised  us  that  the  total  contractor  backlog  was  reduced  to  about  $122  mil- 
lion at  the  end  of  1992. 

In  addition  to  confirmed  MSP  backlogs,  in  their  July  1991  quarterly  reports  con- 
tractors advised  HCFA  that  they  had  identified  over  1.1  million  additional  bene- 
ficiaries who  had  other  insurance.  Contractors  had  not  yet  researched  these  bene- 
ficiaries' claims  to  determine  amoimts  paid  by  Medicare  that  may  be  the  responsibil- 
ity of  other  insurers.  In  our  February  1992  report,  we  estimated  that  these  contrac- 
tors may  have  paid  more  than  $1  billion  in  Medicare  claims  that  are  potentially  re- 
coverable fi"om  primary  insurers.  As  of  January  1,  1993,  contractors  needed  to  deter- 
mine if  Medicare  mistakenly  paid  claims  for  about  1.5  milUon  beneficiaries  with 
other  insurance. 

A  further  HCFA  initiative  will  add  to  the  backlog  of  mistaken  payments.  Required 
by  the  Omnibus  Budget  Reconciliation  Acts  of  1989  and  1990,  HCFA  has  initiated 
a  data  match  that  uses  Internal  Revenue  Service  (IRS)  and  Social  Security  Adminis- 
tration records.  This  data  match  identified  beneficiaries  or  their  spouses  with  health 
coverage  through  an  employer-sponsored  group  health  plan.  HCFA  has  indicated 
that  identifying  spouses  with  health  insurance  has  been  difficult,  yet  it  believes  that 
these  spouses  make  up  the  largest  category  of  unidentified  insurance  coverage. 

Afler  beneficiary  insurance  information  is  obtained  through  this  data  match,  it 
will  be  entered  into  Medicare's  automated  claims-processing  system  to  prevent  Med- 
icare from  mistakenly  paying  MSP  claims.  It  will  also  be  used  to  determine  prior 
mistaken  payments.  HCFA  will  give  Medicare  contractors  lists  of  mistaken  pay- 
ments that  should  be  investigated  and,  if  appropriate,  recovered  from  primary  insur- 
ers. As  of  March  1993,  information  on  the  employment  and  the  health  insurance 
coverage  for  about  1.8  million  medicare  beneficiaries  had  been  obtained  from  em- 

DiovGrs 

Despite  its  eff"orts,  several  barriers  have  made  it  difficult  for  HCFA  to  effectively 
identify  other  insurers  and  reaUze  the  potential  recoveries  from  MSP  activities. 
First,  contractors  have  lacked  the  resources  to  identify  and  pursue  confirmation  and 
recovery.  On  a  number  of  occasions,  we  have  testified  before  various  House  and  Sen- 
ate committees  on  the  importance  of  adequately  funding  claims  processors  for  their 
MSP  and  other  safeguard  activities.  We  also  have  suggested  a  modification  to  the 
budget  process  that  would  make  it  easier  for  the  Congress  to  assure  safeguard  ac- 
tivities are  adequately  funded. 

In  addition  to  inadequate  funding,  time  limitations  may  hamper  recovery  of  a  sig- 
nificant portion  of  the  contractor  backlogs.  As  noted  in  our  February  1992  report, 
HHS  regulations  limit  the  time  Medicare  contractors  have  for  initiating  recovery  of 
MSP  mistaken  payments,  including  those  identified  by  the  HCFA  data  match. 

These  regulations  provide  that  once  a  mistaken  payment  has  been  identified,  con- 
tractors must  inform  the  primary  insurer  of  its  payment  responsibilities  within  15 
to  27  months,  depending  on  when  in  the  calendar  year  the  mistaken  payment  is 
identified.  The  HHS  Inspector  General  recently  estimated  that  Medicare  may  not 


3  Contractor  backlogs  were  first  discussed  in  our  February  1991  testimony.  See  Medicare:  Mil- 
lions in  Potential  Recoveries  Not  Being  Sought  by  Contractors  (GAO/T-HRD-91-8  Feb  26, 
1991)  These  findings  were  included  in  a  February  1992  report.  See  Medicare:  Over  $1  Billion 
Should  Be  Recovered  From  Primary  Insurers  (GAO/HRD-92-52,  Feb.  21,  1992.) 
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be  able  to  recover  about  $135  million  in  mistaken  payments  because  its  contractors 
did  not  send  out  demand  letters  for  claims  that  expired  in  December  1991. 

Finally,  there  is  concern  that  MSP  screening  activities  may  be  hampered  by  a  con- 
flict of  interest  on  the  part  of  contractors.  In  many  instances,  it  is  the  private  insur- 
ance business  of  the  contractor  that  is  the  primary  payer  for  claims  subject  to  the 
MSP  provisions. 

CONCLUSION 

The  key  to  efficient  operation  of  the  Medicare  secondary  payer  program  is  to  avoid 
paying  claims  for  which  other  insurers  are  liable.  Contractors  need  accurate  infor- 
mation to  identify  those  beneficiaries  and  their  spouses  who  have  other  insurance, 
and  must  determine  if  their  private  insurance  company  is  the  primary  payer.  How- 
ever, once  a  claim  is  mistakenly  paid,  the  contractors  find  themselves  in  a  pay  and 
chase  situation.  This  labor-intensive  process  of  communicating  with  private  insur- 
ance companies  to  recover  the  mistaken  payments  after  the  fact  is  burdensome  and 
expensive.  This  is  the  case  not  just  for  Medicare,  but  for  private  insurance  compa- 
nies who  must  search  their  records,  often  dating  back  several  years,  to  determine 
if,  in  fact,  they  were  the  primairy  payer. 

HCFA  has  expended  substantial  effort  to  better  identify  beneficiaries  subject  to 
MSP  provisions  and  to  avoid  paying  claims  when  another  insurance  company  is  the 
primary  payer.  As  discussed,  HCFA's  efforts  have  ranged  fi-om  clarifying  the  Medi- 
care claim  form  that  specifically  asks  beneficiaries  for  information  about  other  in- 
surance to  initiating  a  beneficiary  eligibility  questionnaire  when  a  person  becomes 
eligible  for  Medicare.  These  efforts  seem  reasonable  in  providing  contractors  with 
information  about  other  beneficiary  insurance  coverage. 

However,  current  approaches  rely  on  providers  and  beneficiaries  to  provide  infor- 
mation at  a  point  in  time  and  do  not  guarantee  that  contractors  have  and  act  on 
the  most  current  and  reliable  information.  Rather,  private  insurance  companies  and 
employers  are  in  the  best  position  to  routinely  identify  policyholders  and  employees 
who  might  be  eligible  for  Medicare. 

In  conjunction  with  overall  national  health  reform  and  efforts  to  reduce  the  ad- 
ministrative burden  in  the  health  care  system,  we  believe  there  are  opportunities 
to  identify  a  more  efficient  and  less  costly  approach  to  MSP  activities.  We  have  dis- 
cussed with  your  staff"  undertaking  a  study  to  explore  the  feasibility  of  HCFA  ob- 
taining MSP  data  ft-om  other  sources,  such  as  private  insurance  companies  and  em- 
ployers with  self-insured  plans. 

This  concludes  my  prepared  statement.  I  will  be  happy  to  answer  any  questions 
you  may  have. 


GAO  Response  to  Questions 

1.  We  believe  that  collecting  beneficiary  insurance  information  through  the  use  of 
the  W-2  form  would  provide  HCFA  with  an  additional  source  that  could  help  iden- 
tify primary  payers.  However,  such  information  would  continue  to  be  retroactive  be- 
cause the  W-2  forms  would  apply  to  the  preceding  tax  year.  By  the  time  this  infor- 
mation is  made  available  to  Medicare  contractors,  the  Medicare  beneficiaries'  em- 
ployment status  and  health  insurance  coverage  could  change  significantly.  In  those 
cases  where  there  is  no  change.  Medicare  contractors  could  still  find  themselves  in 
a  "pay  and  chase"  situation  for  those  claims  paid  during  the  preceding  year.  Also, 
the  W-2  form  would  not  provide  information  for  beneficiaries  that  are  covered  under 
a  spouses'  health  insurance  plan. 

2.  In  our  FebruEuy  1992  report,  we  identified  backlogs  of  over  $1  billion  in  bene- 
ficiaiy  claims  that  Medicare  contractors  reported  were  unrecovered  fi-om  primary 
health  insurers.  These  backlogs  were  identified  prior  to  the  estabUshment  of  the 
IRS/SSA  data  match.  Over  the  past  year,  0MB  provided  about  $20  million  to  Medi- 
care contractors  to  initiate  recovery  of  potential  mistaken  MSP  payments.  As  a  re- 
sult of  these  efforts,  HCFA  recently  advised  us  that  the  contractor  backlog  was  re- 
duced to  about  $122  million  at  the  end  of  1992.  This  backlog  reduction  represents 
the  arnount  for  which  demand  letters  have  been  sent  to  self-insured  employers  and 
other  insurers — not  necessarily  actual  money  recovered  from  these  parties. 

3.  The  1.8  million  beneficiaries  with  other  insurance  were  identified  through  the 
IRS/SSA  data  match.  This  match,  required  by  the  Omnibus  Budget  Reconciliation 
Acts  of  1989  and  1990,  identified  beneficiaries  or  their  spouses  with  health  coverage 
through  an  employer-sponsored  group  health  plan.  HCFA  used  questionnaires  to  ob- 
tain this  information  from  employers.  HCFA  is  in  the  process  o^  forwarding  the  in- 
surance coverage  information  on  the  1.8  million  beneficiaries  to  its  Medicare  con- 
tractors. The  information  will  be  entered  in  Medicare's  automated  claims-processing 
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system  to  prevent  Medicare  from  mistakenly  paying  future  MSP  claims.  Medicare 
contractors  also  will  be  responsible  for  determining  if  previously  paid  claims  for 
these  beneficiaries  were  mistakenly  paid,  and,  if  appropriate,  seek  recovery  from 
primary  health  insurers. 

4.  Over  the  past  several  years  we  have  stressed  the  need  for  adequate  funding 
of  Medicare  contractor  pajmient  safeguard  activities,  which  include  MSP  recovery  ef- 
forts. However,  the  Budget  Enforcement  Act  imposed  constraints  on  federal  spend- 
ing. In  general,  this  law  provides  that  federal  discretionary  spending,  which  in- 
cludes Medicare  contractor  expenditures,  be  subject  to  spending  limits.  Increased 
spending  for  Medicare  payment  safeguard  activities  would  require  cuts  in  other  fed- 
eral programs  to  remain  within  the  established  Umits. 

We  have  suggested  that  the  Congress  establish  a  mechanism  for  the  funding  of 
Medicare  payment  safeguard  activities  by  permitting  additional  funding  for  enforce- 
ment activities  without  cutting  spending  elsewhere.  The  anticipated  effect  of  this 
mechanism  would  be  to  authorize  increased  expenditures  for  specific  activities  likely 
to  produce  a  reduction  in  federal  spending. 


Prepared  Statement  of  Carol  J.  Walton 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to  testify  today 
on  behalf  of  the  Health  Care  Financing  Administration  (HCFA)  regarding  the  Medi- 
care Secondary  Payer  (MSP)  program. 

BACKGROUND 

The  Medicare  program  provides  for  the  payment  of  health  care  services  to  ap- 
proximately 35  million  beneficiaries.  HCFA  administers  the  program  through  con- 
tracts with  fiscal  intermediaries  (FIs),  which  process  Part  A  claims  and  perform  re- 
lated functions,  and  through  carriers,  which  process  Part  B  claims  and  perform  re- 
lated functions.  In  fiscal  year  1992,  FIs  and  carriers  together  processed  over  650 
million  claims  for  program  benefits. 

The  Medicare  program,  by  law,  may  not  make  primary  payment  on  claims  for 
services  in  specified  situations  where  other  insurance  coverage  is  available  to  pay 
before  Medicare.  Prior  to  1980,  Medicare  was  secondary  payer  only  to  worker's  com- 
pensation and  other  government  programs.  Since  1980,  however,  the  Congress  has 
periodically  legislated  changes  to  the  Medicare  statute  to  make  Medicare  secondary 
to  many  other  types  of  insurance. 

Specifically,  the  Congress  has  expanded  the  MSP  provisions  to  include  certain 
health  plans  related  to  the  employment  of  working  beneficiaries  and/or  their  work- 
ing spouses,  and  to  certain  disabled  beneficiaries,  and — during  the  first  18  months 
of  their  Medicare  entitlement — beneficiaries  who  have  end-stage  renal  disease 
(ESRD).  Medicare  is  also  secondary  payer  to  automobile,  liability,  and  no-fault  in- 
surance. 

From  the  beginning,  the  MSP  provisions  have  been  very  challenging  to  admin- 
ister. Nonetheless,  the  Medicare  contractors  have  historically  returned  an  impres- 
sive $24  for  every  dollar  invested  in  MSP  activities.  Over  the  past  five  fiscal  years, 
the  contractors  have  saved  the  trust  funds  nearly  $12  billion  through  performance 
of  MSP  functions.  In  fiscal  year  1992  alone,  savings  resulting  from  contractor  MSP 
activities  amoimted  to  $2.8  billion,  and  it  is  estimated  that  savings  for  fiscal  year 
1993  will  be  about  the  same  amount. 

The  process  is  extremely  challenging  because  Medicare  has  to  get  and  maintain 
current  data  on  the  insurance  coverage  available  to  millions  of  beneficiaries.  Once 
Medicare  obtains  accurate  data  about  available  primary  insurance.  Medicare's 
claims  processing  systems  do  an  excellent  job  of  preventing  mistaken  payments.  Un- 
fortunately, HCFA  and  the  Medicare  contractors  have  historically  faced  many  obsta- 
cles to  getting  good,  current  data  on  available  primary  insurance.  While  the  law  re- 
quires Medicare  not  to  make  primary  pa)Tnents  in  specified  conditions,  imtil  OBRA 
1989  there  was  no  statutory  authority  for  the  Secretary  to  collect  MSP  data  from 
either  employers  or  insurers.  Therefore,  in  administering  MSP,  HCFA  has  had  to 
depend  on  limited  data  obtained  through  the  claims  process  and  from  beneficiaries. 

The  MSP  initiative  has  been  greatly  enhanced  by  the  implementation  of  the 
OBRA  89  mandated  IRS/SSA/HCFA  data  match,  which  enables  Medicare  to  identify 
and  recover  many  past  mistaken  payments  and  also  assists  with  preventing  future 
mispayments. 
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ADMINISTERING  THE  MSP  RULES 

Effective  administration  of  the  MSP  provisions  requires  HCFA  and  the  contrac- 
tors to:  (1)  inform  employers,  insurers,  providers  and  beneficiaries  of  their  respon- 
sibiUties  under  the  law,  and  educate  individuals  who  file  claims  with  Medicare  to 
bill  other  insurance  when  it  is  primary;  (2)  identify  situations  where  Medicare  is  the 
secondary  payer,  build  this  information  into  Medicare  claims  processing  systems, 
and  review  all  claims  against  this  information  to  prevent  mistaken  payments;  and 
(3)  pursue  recovery  of  past  mistaken  payments  when  these  are  identified. 

Education  Efforts 

The  first  defense  against  making  improper  payments  is  to  ensure  that  individuals 
who  file  claims  with  Medicare  bill  other  available  insurance  coverage  first.  To  this 
end  HCFA  has  made  a  major  effort  to  educate  providers  and  beneficiaries  and  in- 
form insurers,  employer  groups,  and  State  insurance  commissioners  about  the  MSP 
laws.  Particular  emphasis  has  been  placed  on  working  with  health  care  providers 
to  ensure  that  they  ask  beneficiaries  about  potential  insurance  other  than  Medicare, 
that  they  bill  such  primary  insurance  first,  and  that  they  include  MSP  information 
on  the  claim  form  when  a  claim  for  Medicare  benefits  is  ultimately  submitted.  These 
education  efforts  have  been  quite  successful,  resulting  in  millions  of  Medicare  dol- 
lars saved  each  year. 

Preventing  Mistaken  Payments 

When  a  provider  or  beneficiary  indicates  on  the  claim  form  that  another  insurance 
plan  is  primary  to  Medicare  for  this  beneficiary.  Medicare  will  not  make  a  primary 
payment  on  the  claim.  In  addition,  the  contractor  will  annotate  Medicare's  files  to 
ensure  that  future  claims  are  also  processed  correctly. 

Given  the  characteristics  of  the  beneficiary  popiilation,  that  is,  a  beneficiary  is 
most  Ukely  to  be  covered  by  an  insurance  plan  when  he/she  first  becomes  eligible 
for  benefits,  Medicare  is  at  greatest  risk  for  mistaken  payments  when  the  first  claim 
is  filed  on  behalf  of  a  newly-entitled  beneficiary.  HCFA  provides  information  to  new 
enroUees,  in  the  Medicare  Handbook  and  other  publications,  of  their  responsibility 
to  provide  accurate  and  complete  information  about  their  insurance  coverage  on 
their  claims.  If  the  first  Medicare  claim  filed  by  a  beneficiary  does  not  clearly  indi- 
cate that  a  beneficiary  has,  or  does  not  have,  other  health  insurance,  contractors  fol- 
low up  with  a  questionnaire  asking  about  their  health  coverage,  work  status  and 
spousal  work  status.  The  information  obtained  through  the  questionnaire  is  then 
used  to  annotate  to  Medicare's  files  for  use  in  processing  future  claims. 

In  1990,  HCFA  implemented  a  major  improvement  in  MSP  operations  when  bene-* 
ficiary  health  insurance  information  was  incorporated  into  a  national,  unified  sys- 
tem of  beneficiary  entitlement  and  utilization  data  known  as  the  common  working 
file  (CWF).  Information  can  be  posted  on  a  daily  basis  by  a  contractor  and  it  be- 
comes immediately  available  to  other  contractors. 

Each  claim  is  electronically  screened  against  the  data  base  before  the  claim  is  ad- 
judicated. Payment  for  a  claim  is  rejected  if  the  file  has  a  record  of  other  insurance 
coverage  for  that  particular  individual.  Timely  availability  of  MSP  information 
through  the  CWF  system  has  substantially  increased  HCFA's  ability  to  identify  po- 
tential MSP  cases  and  avoid  inappropriate  primary  payments. 

Recovering  Mistaken  Payments 

When  a  fiscal  intermediary  (FI)  or  carrier  becomes  aware  that  a  particular  bene- 
ficiary has  insurance  primeiry  to  Medicare,  it  is  required  to  search  its  claims  files 
to  identify  any  past  claims  for  which  Medicare  paid  primary  and  which  potentially 
should  have  been  paid  by  the  other  insurer.  If  any  such  claims  are  identified,  the 
contractor  develops  the  case  further  to  obtain  needed  information  and  sends  a  de- 
mand letter  to  the  insurer  to  collect  the  mistaken  payments.  The  insurer  may  rebut 
the  demand  for  repayment  by  showing  that  its  plan  did  not  cover  the  service  in 
question.  The  insurer  may  also  demonstrate  that  it  has  also  made  a  primguy  pay- 
ment on  the  claim,  in  which  case  Medicare  will  pursue  collection  against  the  entity 
that  received  two  primary  payments 

If  an  insurer  fails  to  respond  to  the  demand  letter,  the  contractor  follows-up.  Ulti- 
mately, failure  to  respond  to  a  demand  letter  can  result  in  the  case  being  referred 
to  HCFA  for  further  action. 

HCFA  OVERSIGHT  OF  CONTRACTOR  MSP  PERFORMANCE 

HCFA  has  identified  MSP  as  a  priority  area  and  expends  substantial  resources 
in  supervising  contractor  performance  of  MSP  functions.  HCFA  expects  the  contrac- 
tors to  achieve  tough  savings  goals  identified  each  year  in  their  workplan.  HCFA 
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also  evaluates  each  contractor's  success  in  preventing  inappropriate  billings  to  Medi- 
care and  in  submitting  timely  and  appropriate  data. 

DATA  MATCH 

Until  the  passage  of  OBRA  1989,  Medicare  had  to  rely  on  reported  claims  infor- 
mation and  responses  to  first  claim  development  questionnaires  to  identify  instances 
where  Medicare  is  the  secondary  payer.  Congress  recognized  that  HCFA  and  the 
contractors  could  not  identify  all  MSP  situations  relying  on  this  data  alone  and  that 
millions  of  dollars  in  claims  were  being  mistakenly  paid  each  year.  As  a  result, 
OBRA  89  authorized  HCFA  to  match  Medicare's  files  with  IRS  and  SSA  earnings 
data. 

Using  the  information  obtained  fi-om  the  IRS  and  SSA,  HCFA  then  sends  employ- 
ers of  beneficiaries  and/or  their  spouses  a  questionnaire  requesting  information  on 
dates  of  employment  and  health  insurance  provided  to  these  employees. 

The  watch  is  particularly  helpful  in  identifying  beneficiaries  with  coverage 
through  their  working  spouse's  employer  group  health  plan.  This  category  of  bene- 
ficiaries had  been  very  difficult  to  detect  and  represents  the  largest  category  of  un- 
discovered secondary  payer  savings.  Legislative  authority  to  use  the  match  is  due 
to  expire  at  the  end  of  fiscal  year  1995.  The  Administration's  fiscal  year  1994  budget 
requests  a  permanent  extension  of  this  important  authority. 

HCFA  has  initiated  the  use  of  MSP  information  obtained  from  employers  to  anno- 
tate its  files  and  prevent  further  mistaken  payments.  Already  the  contractors  are 
preventing  over  $1  million  per  month  in  mistaken  payments  as  a  result  of  the 
Match.  In  addition,  Medicare  is  using  the  Data  Match  information  to  search  its  files 
for  possible  mistaken  payments.  As  these  situations  are  identified,  the  contractors 
are  developing  the  cases  and  issuing  demand  letters  to  insurers  who  have  60  days 
to  respond  to  the  requests.  We  began  issuing  demand  letters  based  on  the  Data 
Match  in  December  1992.  To  date,  we  have  issued  over  $270  million  in  demand  let- 
ters to  insurers,  employers  and  third  party  administrators. 

MSP  OPERATIONAL  miTIATIVES 

HCFA  continues  to  work  to  refine  and  streamline  the  MSP  identification  process. 
One  important  initiative  under  development  is  the  Initial  Enrollment  Questionnaire 
(lEQ).  When  a  beneficiary  first  enrolls  in  the  Medicare  program,  prior  to  the  sub- 
mission of  any  claims,  a  special  questionnaire  will  be  sent  to  the  beneficiary  re- 
questing MSP  information.  We  anticipate  that  collecting  the  information  through 
tne  lEQ  will  greatly  reduce  the  need  for  relying  on  first  claim  development  and  ret- 
rospective data  matches,  reducing  beneficiary,  provider  and  employer  "hassle".  This 
project  is  scheduled  for  implementation  in  fiscal  year  1994. 

In  addition,  about  2  years  ago  HCFA  published  a  Federal  Register  notice  authoriz- 
ing the  matching  of  entitlement  data.with  private  insurers  on  a  voluntary  basis. 
However,  to  date,  only  two  insurers  have  volunteered  to  match  data  with  us. 

ADMINISTRATION  PROPOSALS 

We  still  have  a  need  for  legislation  to  improve  upon  the  efficiency  of  MSP  oper- 
ations. First,  the  Administration  seeks  to  extend  permanently  three  current  MSP 
provisions  that  expire  in  fiscal  year  1995:  (1)  the  IRS/SSA/Data  Match;  (2)  MSP  for 
disabled  active  individuals  with  employer  group  health  plans;  and  (3)  MSP  for  indi- 
viduals with  end  stage  renal  disease  after  18  months. 

The  Administration's  Third  Party  Liability  (TPL)  proposal  removes  many  of  the 
structural  impediments  hindering  proper  identification  and  billing  to  MSP  and  other 
Federal  TPL  by:  (1)  requiring  employers  to  report  employment  based  health  cov- 
erage annually  on  the  W-2;  (2)  granting  access  to  this  data  to  all  federally  assisted 
and  financed  health  programs;  (3)  reinforcing  existing  coordination  of  benefits,  laws 
and  regulations;  and,  (4)  removing  impediments  that  hinder  states  from  collecting 
from  private  insurers.  Rather  than  the  current  "pay  and  chase"  procedures,  the  TPL 
initiative  focuses  on  avoiding  erroneous  payments  by  identifying  the  appropriate 
coverage  before  payment.  The  proposal  will  save  Medicare  $730  million  over  the 
next  5  fiscal  years. 

Another  Administration  proposal  would  make  the  MSP  rules  easier  to  explain  to 
employers  and  would  streamline  our  MSP  administrative  activities.  Currently,  the 
rules  for  determining  when  Medicare  is  secondary  differ  for  aged,  disabled  and 
ESRD  beneficiaries.  This  proposal  would  make  all  of  the  employer  thresholds  con- 
sistent with  the  aged  provisions — employers  of  20  or  more.  And,  it  would  eliminate 
the  current  exemption  from  MSP  provisions  for  any  individual  with  End  Stage 
Renal  Disease  who  are  also  aged  or  disabled  and  covered  under  a  group  health  plan 
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because  either  the  individual  or  a  family  member  is  working.  We  believe  these  sim- 
plifications will  greatly  improve  the  public's  understanding  of  MSP  rules,  inasmuch 
as  the  complexity  of  the  rules  is  a  continuing  problem.  The  savings  from  this  pro- 
posal would  reach  nearly  $1.3  billion  over  the  next  5  fiscal  years. 

FURTHER  REFORMS 

We  believe  we  have  made  substantial  efforts  to  prevent  mistaken  payments  and 
recover  pajrments  due  the  Medicare  program.  We  recognize,  however,  that  there  are 
obstacles  to  efficient  administration  of  the  MSP  provisions  not  addressed  by  current 
or  proposed  activities.  For  example,  OBRA  89  specifically  prohibits  Medicare  fi-om 
requiring  its  contractors  to  match  their  private  business  data  against  Medicare's 
files  as  a  condition  for  retaining  their  Medicare  contracts. 

We  also  recognize  that  an  improved  mechanism  for  coordinating  public  and  pri- 
vate health  benefits,  getting  payments  right  the  fiirst  time,  would  yield  dividends  for 
the  system  as  a  whole.  We  have  spent  a  good  deal  of  money  in  pursuing  mistaken 
payments  and  insurers  have  expended  substantial  resources  in  opposing  our  collec- 
tion efforts.  In  addition.  General  Accoimting  Office  and  Department  of  Health  and 
Human  Services  Inspector  General  reports  have  indicated  that  sometimes  both  Med- 
icare and  private  insurers,  and  sometimes  two  private  insurers,  each  make  primary 
payments  for  the  same  service.  Improved  benefit  coordination  would  eliminate  this 
provider  windfall  and  increase  the  efficiency  of  the  Nation's  health  system. 

In  the  future,  we  look  forward  to  working  with  the  industry  and  Congress  to  im- 
prove the  operation  of  the  current  MSP  program.  And,  I  will  be  pleased  to  answer 
any  questions  you  might  have  on  this  issue. 


Prepared  Statement  of  James  M.  Michener 
introduction 

I  am  James  Michener,  Counsel  for  Travelers  Companies,  head  of  Insurance  Divi- 
sion of  Travelers  Law  Department.  One  of  my  responsibilities  is  to  advise  Travelers 
Group  Health  operations  as  to  compliance  with  Medicare  Secondary  Payer  require- 
ments. 

Travelers  very  much  appreciates  the  opportunity  to  testify  before  this  Committee 
regarding  this  important  aspect  of  the  Medicare  System.  Travelers  is  one  of  the 
world's  largest  multi-line  financial  services  companies,  focusing  on  insurance,  man- 
aged health  care,  and  investments.  The  Travelers  Insurance  Company  has  been  a 
Medicare  Contractor  since  the  inception  of  the  Medicare  program  in  1966.  Today  in 
Medicare  Part  A,  The  Travelers  services  approximately  680  hospitals  and  nursing 
homes  in  three  states,  is  the  Medicare  Part  B  carrier  for  part  of  Minnesota  and  for 
Virginia,  Mississippi,  and  Connecticut.  The  Travelers  is  also  the  Medicare  Part  B 
Durable  Medical  Equipment  Regional  carrier  for  the  Northeast  and  the  Common 
Working  File  Transaction  processor  for  the  "Keystone"  region. 

general 

We  understand  the  subject  of  these  hearings  to  be  methods  and  approaches  by 
which  the  Medicare  Secondary  Payer  (MSP)  system  can  be  improved.  Travelers 
wholeheartedly  supports  exploration  of  ways  to  improve  this  program.  We  note  at 
the  outset,  that,  while  the  name  of  the  program  is  Medicare  Secondary  Payer",  the 
key  to  making  the  program  work  is  the  correct  initial  identification  of  the  primary 
payer  (i.e.,  identification  of  the  primary  health  coverage  provided  by  an  entity  other 
than  Medicare  such  as  an  employer  health  plan,  a  "raft  Hartley  plan,  or  a  multi- 
employer plan).  While  this  identification  process  can  be  complicated,  there  are  many 
ways  by  which  it  could  be  improved.  Most  are  relatively  simple — such  as  improved 
claims  forms  and  denying  claims  where  Medicare  has  incomplete  information.  How- 
ever, the  development  of  an  information  system  may  be  the  only  way  to  completely 
solve  this  long-standing  problem. 

As  we  are  all  now  aware,  health  care  costs  are  a  significant  problem  for  the  Unit- 
ed States — not  just  for  the  government  or  for  the  industry  or  for  consumers — but 
for  the  Nation  as  a  whole.  Administrative  costs  are  a  major  component  of  health 
care  costs  in  this  country.  These  costs  are  higher  than  necessary  and  must  be  at- 
tacked on  a  national  basis.  Simply  transferring  costs  from  one  part  of  the  health 
care  system  to  another  (i.e.,  from  the  public  sector  to  the  private  sector)  does  not 
really  address  the  systemic  nature  of  these  high  administrative  costs.  The  MSP  pro- 
gram is  an  excellent  place  to  begin  addressing  high  administrative  costs  of  the  Na- 
tion's health  care  system. 
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During  the  past  few  years,  Medicare  has  made  progress  in  identifying  old  claims 
where  it  potentially  made  incorrect  primary  payments.  I  understand  this  progress 
has  come  about  through  internal  improvements  at  Medicare  and  and  also  the  Data 
Match  Project.  The  Data  Match  Project  has  given  Medicare  access  to  IRS  and  SSA 
records  to  identify  potential  MSP  situations.  Medicare  is  using  this  information  to 

Generate  reimbursement  demands  to  other  payers  of  health  claims  (i.e.,  reouests  to 
ealth  claim  payers  to  reprocess  old  claims).  Medicare's  motivation  for  these  de- 
mands, to  collect  on  old  improperly  processed  claims,  is  understandable.  However, 
the  entire  health  claim  processmg  inaustry  is  now  beginning  to  incur  significant  ad- 
ministrative costs  to  locate  and  process  old  claims  wnere  Medicare  claims  it  incor- 
rectly paid  primary. 

An  example  from  Travelers  own  experience  is  illustrative.  Travelers  is  now  proc- 
essing over  2,000  reimbursement  demands  we  have  recently  received  from  Medicare. 
Our  claims  processing  experts  have  estimated  it  will  take  three  hours  to  process 
each  claim — a  figure  1  believe,  at  least  initially,  to  be  conservative.  Using  this  esti- 
mate, it  will  take  approximately  three  person-years  to  complete  this  task.  Twelve 
to  fourteen  claims  processors  could  complete  the  task  in  90  days.  If  these  MSP  de- 
mands were  all  Travelers  was  going  to  receive,  then  the  task,  while  onerous,  would 
still  be  reasonably  doable.  However,  Medicare  has  indicated  that  it  is  only  the  begin- 
ning. Travelers  and  the  rest  of  the  claims  processing  industry  can  expect  many 
times  this  amount  in  the  future  as  the  Data  Match  has  its  full  effect.  Based  on  past 
experience,  many  of  these  demands  will  probably  be  for  claims  never  before  seen  by 
Travelers.  In  addition,  many  of  the  demands  turn  out  not  to  be  Travelers  respon- 
sibility. However,  we  will  still  incur  administrative  costs  to  review  them. 

For  the  money  that  the  Government  and  private  claims  payers  will  spend  to  proc- 
ess all  these  old  claims  we  could  have  a  nrst  class  system  which  could  assure  us 
that  primary  coverage  is  identified  in  a  timely  fashion.  This  would  virtually  elimi- 
nate Doth  the  problem  of  Medicare's  incorrect  primary  payments  and  the  very  sub- 
stantial administrative  costs  necessary  to  recover  those  payments.  An  added  benefit 
of  such  a  system  would  be  to  take  Medicare  beneficiaries  out  of  the  middle  when 
Medicare  and  primary  plans  cannot  quickly  sort  out  who  should  pay  primary. 

THE  PRIMARY  CAUSE  OF  MEDICARE'S  INCORRECT  PRIMARY  PAYMENTS 

I  think  it  is  important  to  understand  the  underlying  cause  of  Medicare's  incorrect 
primary  payments.  This  underlying  problem  is  identifying  Medicare  beneficiaries 
who  are  covered  by  MSP  because  of  their  spouse's  emplovment.  Most  third  party 
payers  do  not  maintain  detailed  information  on  spouses  of  covered  employees.  The 
private  coverage  data  for  these  spouses,  therefore  becomes  part  of  the  Medicare  in- 
formation system  only  by  virtue  of  reporting  this  private  coverage  on  Medicare 
claims  forms — and  this  fi-equently  does  not  happen. 

I  believe  an  additional  problem  has  been  the  numerous  changes  made  to  the  cat- 
egories of  people  subject  to  MSP.  Changes  were  made  in  1982,  1983,  1985,  1986, 
1987  and  1991.  This  fine  tuning  has  made  it  difficult  to  operate  an  efficient  MSP 
system. 

MSP  RECOVERY  EFFORTS  FOCUS  ON  THE  PAST 

The  thrust  of  Data  Match  and  indeed  much  of  the  MSP  program  is  to  identify 
Medicare  claims  which  have  been  incorrectly  paid  by  Medicare  and  then  later  sub- 
mit them  to  the  correct  primary  payer.  Nevertheless,  if  the  Government  is  deter- 
mined to  reprocess  all  its  old  claims,  we  will  be  engaging  in  research  of  the  past 
for  some  time  to  come.  This  type  of  after  the  fact  quality  control  is  expensive. 

MSP  RECOVERY  EFFORTS  ARE  BURDENSOME 

Your  invitation  discussed  the  current  "cumbersome  system"  for  MSP.  We  agree 
that  it  is  indeed  cumbersome.  Although  recent  additions  to  the  system,  such  as  Data 
Match,  will  enhance  and  accelerate  MSP  recoveries  for  Medicare,  these  changes  in 
general  and  Data  Match  in  particular  have  already  begun  to  place  great  burdens 
on  insurers  and  other  third  party  payers  with  regard  to  claims  processing.  Why  is 
this  the  case? 

There  is  a  very  significant  difference  between  claims  processing  in  the  ordinary 
course  of  business  and  claims  processing  in  a  MSP  recovery  situation.  The  latter  is 
much  more  difficult  and  expensive.  MSP  reimbursement  demands  are  characterized 
by  requirements  for  research  into  past  events  and  extensive  archival  work.  MSP  de- 
mands require  more  time,  they  cost  more  and  specially  trained  claims  processors 
must  respond  to  them.  And  with  the  advent  of  Data  Match,  potentially  millions  of 
MSP  demands  will  be  filed  with  third  party  payers.  We  do  not  yet  know  whether 
the  MSP  demands  generated  by  Data  Match  are  accurate.  If  a  significant  portion 
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of  these  are  inaccurate  the  process  of  verifying  large  numbers  of  demands  will  be 
rendered  even  more  expensive — and  the  demands  must  be  processed  under  signifi- 
cant time  pressure. 

Finally,  and  perhaps  most  significantly,  issues  which  arise  when  an  after  the  fact 
MSP  demand  is  made  simply  never  come  into  existence  if  the  claim  is  promptly  filed 
with  the  primary  payer.  For  example,  certain  claims  funding  considerations,  such 
as  whether  the  employer's  health  plan  is  insured  or  self-insured,  simply  do  not  arise 
if  the  claim  is  submitted  to  the  claims  payer  promptly. 

WHERE  MSP  SHOULD  BE  GOING 

As  to  the  future,  many  solutions  have  been  and  are  being  proposed,  including  elec- 
tronic claims  processing  and  methods  for  immediate  notification  of  the  primary 
payer.  HCFA  is  using  Data  Match  to  update  its  Common  Working  (CWF)  file;  this 
effort  will  enhance  HCFA's  data  base  regarding  information  about  other  primary 
coverage  and  is  a  significant  "side  benefit"  of  Data  Match.  But  all  of  these  ap- 
proaches are  dependent  on  proper  identification  of  primary  coverage  at  the  time  the 
item  or  service  is  provided.  The  private  sector  faces  this  same  problem  when  there 
is  duplicate  coverage  for  a  person  (coordination  of  benefits).  Coordination  of  benefits 
is  generally  handled  by  getting  complete  information  on  duplicate  coverage  or  deny- 
ing the  claim  if  this  information  is  not  provided.  Similarly,  Medicare  must  receive 
complete  information  from  its  beneficiaries  on  available  private  health  coverage  or 
deny  claims  if  it  has  not  been  provided  such  information. 

As  to  enhanced  data  processing  systems,  electronic  claims  filing  and  the  like, 
there  is  no  question  that  such  developments  can  add  enormously  to  the  effectiveness 
of  MSP,  as  well  as  to  other  aspects  of  the  Medicare  program.  HCFA's  current  efforts 
to  go  to  American  National  Standards  Institute  (ANSI)  Electronic  Data  Interchange 
Standards  is  an  example  of  such  developments.  Indeed,  Travelers  has  played  a 
major  leadership  role  in  this  effort  through  the  Workgroup  for  Electronic  Data 
Interchange.  Our  representatives  worked  directly  with  the  Department  of  Health 
and  Human  Services  to  develop  new  methods  of  claims  processing  which  will  make 
appropriate  use  of  technology.  Thus,  Travelers  has  shown  in  the  past  that  we  are 
willing,  indeed  anxious,  to  work  with  Medicare  to  replace  the  present  cumbersome 
svstem  with  an  information  system  developed  in  partnership  with  the  government, 
the  insurance  industry,  and  other  in  the  health  care  industry. 

Other  possible  solutions  to  improving  the  identification  of  primary  coverage  in- 
clude enhanced  educational  efforts  to  medical  providers  and  improvement  of  the 
HCFA  claim  forms  and  instructions  (Form  1450  for  Part  A  and  Form  1500  for  Part 
B)  so  that,  for  example,  they  include  a  specific  question  regarding  coverage  due  to 
the  spouse's  employment.  Another  possible  step  might  be  identification  of  primary 
coverage  on  the  Medicare  ID  card.  The  problem  of  identification  of  primary  coverage 
would  be  greatly  simplified  if  the  categiories  of  MSP  beneficiaries  as  set  out  in  the 
MSP  laws  were  themselves  stable  and  simpUfied. 

Other  solutions  have  already  been  proposed  by  Congress.  As  you  are  aware,  last 
year's  tax  bill  (the  Revenue  Act  of  1992,  which  was  pocket  vetoed  by  President 
Bush)  included  provisions  requiring  that  Medicare  pay  benefits  only  if  Part  B  pro- 
viders and  suppliers  under  Part  B  obtain  from  beneficiaries  information  relating  to 
availability  of  other  health  benefit  plans  and  report  such  information  on  the  Form 
1500.  That  bill  also  provided  that  HCFA  ask  all  Medicare  beneficiaries  at  time  of 
enrollment  to  provid^  detailed  information  regarding  availability  of  other  health 
plans.  Both  of  these  requirements  should  enhance  timely  identification  of  other  cov- 
erage and  both  are  contained  in  H.R.  22,  sponsored  by  Rep.  J.J.  Pickle  this  year. 

CONCLUSION 

There  are  a  number  of  ways  to  improve  the  present  MSP  system.  But  the  key  ele- 
ments of  a  successful  system  are  the  accurate  initial  identification  of  primary  cov- 
erage and  a  Medicare  policy  decision  that  it  will  not  pay  claims  when  it  may  be  sec- 
ondary or  where  it  has  incomplete  information  as  to  other  coverage. 

Thank  you. 


Prepared  Statement  of  Linda  Ryan 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Linda  Ryan.  I  am 
the  Director  of  the  Single  Payer  Demonstration  Program  at  the  New  York  State  De- 
partment of  Health.  I  am  pleased  to  have  the  opportunity  to  tell  you  about  our  ef- 
forts in  New  York  to  streamline  the  administrative  aspects  of  health  care  and  to 
discuss  potential  applications  to  Medicare  administration. 


42 

The  need  for  health  care  reform  is  one  of  the  few  social  issues  on  which  there  is 
almost  universal  agreement.  Conversely,  the  extent,  approach  and  desired  outcomes 
of  such  reform  generate  strong  controversy.  While  we  m  government  examine  social, 
political,  and  budgetary  impacts  of  change,  providers,  particularly  hospitals,  need  to 
find  creative  ways  to  deliver  more  services  with  ever  decreasing  resources.  Coupled 
with  the  increased  demand  of  such  critical  health  problems  as  AIDS  and  Tuher- 
culosis  and  the  on-going  lack  of  primary  care,  hospitals  face  increased  administra- 
tive costs  resulting  from  the  fragmented  system  of  paying  for  health  care  in  the 
United  States. 

With  support  from  The  Robert  Wood  Johnson  Foundation,  the  Single  Payer  Dem- 
onstration Program  is  working  with  providers  to  improve  administrative  efficiency 
by  coordinating,  automating  and  standardizing  claims  processing,  billing  and  pay- 
ment systems. 

The  Program  is  being  conducted  over  a  three  year  period  for  participating  hos- 
pitals, free-standing  clinics  and  physicians.  In  fact,  a  unique  partnership  has  been 
created  for  the  Single  Payer  Demonstration  Program  among  government,  providers, 
and  the  computer  industry  to  meet  the  programs  goals  and  objectives  and  to  identify 
technologies  which  can  operate  in  a  multiple  payer  system  to  mimic  the  efficiencies 
of  a  Single  Payer. 

The  Single  Payer  Demonstration  Program  is  divided  into  several  phases.  Phase 
1  involves  the  development  and  implementation  of  an  electronic  clean  claim  submis- 
sion svstem  for  all  payers.  This  system  will  establish  an  electronic  network  between 
providers  and  payers  for  the  transfer  of  claim  data.  Redundancy  will  be  eliminated 
by  the  transfer  of  information  directly  from  the  hospital  information  system  to  a  PC 
at  the  hospital  site  for  payer  specific  editing  and  transfer.  Further  economies  will 
be  realized  by  the  reduction  of  paper  processes  such  as  mailing,  logging  and  correc- 
tion. Prompted  error  correction  will  speed  the  transfer  of  complete  and  accurate  in- 
formation through  the  clearinghouse  to  the  payer  resulting  in  fewer  claim  rejections 
and  denials.  In  addition,  the  network  will  facilitate  the  efficient  transfer  of  manage- 
ment data  to  rnonitor  performance  of  the  patient  accounting  function  and  cash  flow. 

The  electronic  flow  of  clean  claim  data  will  reduce  days  in  accounts  receivable 
making  more  money  available  to  a  provider  to  decrease  their  interest  expense  or  for 
short  term  investment.  Payers  will  also  realize  decreased  administrative  expense  as- 
sociated with  reviewing  and  returning  inaccurate  and  incomplete  claims.  In  fact, 
payers  estimate  reductions  of  from  $3.00-$8.00  per  claim  when  an  electronic  claim 
replaces  a  paper  claim.  Further,  online  inquiry  will  eliminate  frequent  provider 
phone  calls  regarding  claim  status.  Payers,  in  turn,  can  use  the  network  to  request 
additional  information  for  adjudication  decisions.  The  capability  for  electronic  remit- 
tance advice  is  being  developed  as  a  part  of  this  system  to  permit  effective  financial 
management.  The  capability  for  transfer  of  required  government  reporting  through 
the  electronic  network  will  also  be  established. 

The  first  hospital  system  for  electronic  claims  processing  was  installed  in  late  Oc- 
tober, 1991  sending  claims  across  the  network  to  major  payers  by  November,  1991. 
Twenty-four  hospitals  are  now  operational  with  the  remaining  three  to  be  placed  on 
the  network  by  June,  1993.  Concurrently,  the  Single  Payer  Demonstration  Program 
is  working  with  free-standing  clinics  and  physicians  to  put  them  on  the  network  in 
the  next  few  months. 

Phase  2  of  the  Single  Payer  Demonstration  Program  consists  of  the  development 
of  several  systems  enhancements.  The  first  enhancement  involves  development  of  a 
networked  integrated  point-of-service  eligibility  file.  This  subsystem  will  permit  the 
provider  to  determine  enrollment  in  one  or  several  insurance  plans,  at  the  time  of 
service.  At  the  same  time,  information  about  copayments,  deductible  status  and  uti- 
lization controls  can  be  transmitted.  It  is  anticipated  that  bad  debt  can  be  reduced 
by  the  ability  to  confirm  eligibility  status  for  all  payers.  The  patient  whose  benefits 
are  no  longer  in  force  can  be  counselled  and  a  payment  program  developed  at  the 
time  of  service.  This  reduces  the  need  for  dunning  notices  and  collection  agencies. 
The  integrated  point-of-service  eligibility  system  is  operational  at  several  sites  with 
installation  completed  by  mid-year,  1993. 

Electronic  eligibility  verification  and  remittance  notification  will  ensure  that  the 
correct  payer  is  billed  and  that  payrnent  information  is  processed  quickly.  To  ensure 
that  information  is  current,  eligibility  verification  needs  to  be  done  on  a  real-time 
basis.  Eligibility  verification  currently  requires  different  modes  of  inquiry  based  on 
payer  specific  technical  capabilities  and  policies,  resulting  in  lengthy  hold  times  and 
related  delays  that  often  make  the  process  impractical  for  a  busy  admissions  office 
staff.  An  integrated  network  of  all  payer  and  employer  eligibility  files  will  facilitate 
this  process. 

This  system  has  been  designed  to  provide  real  time,  on-line  eligibility  verification 
to  providers  before,  during,  or  after  a  patient  service.  It  also  will  accommodate  an 
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increasing  amount  of  important  eligibility  and  coverage  information  when  available 
from  payers. 

The  integrated  eligibihty  file  forms  the  basis  for  the  development  of  an  automated 
coordination  of  benefits  subsystem.  This  subsystem  will  automatically  assign  finan- 
cial responsibility  to  a  patient's  various  resources  thus  maximizing  the  patient's  in- 
surance benefits  and  appropriately  assigning  patient  responsibility.  Furthermore, 
the  automated  system  eliminates  the  need  to  develop  a  new  bill  for  each  pa3Tnent 
source  with  a  new  opportunity  for  error.  Finally,  the  task  of  coordinating  benefits 
is  done  by  the  computer  rather  than  the  patient.  This  capability  will  be  developed 
in  the  Spring  of  1993  and  fully  operational  by  November,  1993. 

As  a  concurrent  effort,  the  Single  Payer  Demonstration  Program  will  work  with 
its  vendors  and  specialists  in  cash  flow  management  to  develop  the  capability  for 
electronic  funds  transfer  using  EDI  standards.  The  requirements,  functionality  and 
cost  benefit  of  EFT  will  be  explored  with  participating  payers  and  providers.  EFT 
will  be  implemented  at  selected  sites  in  late  1993. 

Phase  3  of  the  demonstration  involves  voluntary  statewide  expansion.  Expansion 
will  involve  the  inclusion  of  both  new  providers  and  payers.  Part  of  the  effort  to  ex- 

Eand  the  demonstration  will  be  inclusion  of  employer  and  benefit  plans.  Finally,  the 
department  of  Health  and  providers  will  continue  to  work  jointly  to  define  system 
enhancements. 

Most  providers  that  use  a  mix  of  manual  and  payer  specific  electronic  claims  sub- 
mission generate  between  25-50  bills  per  day  per  billing  clerk.  Providers  rely  heav- 
ily on  paper  billing.  Electronic  submission  is  limited.  Following  full  implementation 
of  the  Electronic  Claims  Clearinghouse,  productivity  should  increase  to  an  average 
of  100  bills  per  day  per  billing  clerk,  and  often  much  higher.  With  cleaner  claims 
being  transmitted  from  the  start,  and  increased  productivity,  the  followup  process 
can  begin  much  earlier.  This  ultimately  leads  to  an  increase  in  revenue  and  reduc- 
tion in  bad  debt. 

By  requiring  that  all  claims  to  all  payers  be  processed  through  a  clearinghouse, 
the  Electronic  Claims  Clearinghouse  intends  to  demonstrate  additional  efficiencies, 
cost  savings,  and  information  enhancement  for  all  parties.  We  believe  our  program 
demonstrates  what  can  be  done  at  the  state  level  to  rationalize  the  administration 
of  health  care  for  the  patient,  providers  and  payers.  Such  efforts  use  modem  tech- 
nologies familiar  to  us  in  other  areas  of  our  lives  such  as  banking  and  the  travel 
industry.  The  network  approach  to  eligibility  eliminates  the  need  for  redundant  files 
which  may  or  may  not  be  well  synchronized.  Security  and  privacy  protection  can  be 
strengthened  while  permitting  insurers  to  maintain  their  individual  files.  Finally, 
use  of  an  integrated  system  fosters  coordination  of  patient  benefits  and  the  appro- 
priate assignment  of  financial  responsibility  to  the  patient's  multiple  sources  of  cov- 
erage. 

The  development  of  the  electronic  network  of  providers  and  payers  will  not  only 
facilitate  the  flow  of  information  for  decision  making,  but  does  so  at  a  reduced  ad- 
ministrative cost  for  both  parties.  The  patient  will  also  benefit  from  the  system  by 
receiving  the  full  benefit  of  his  insurance  with  reduced  direct  patient  billing.  The 
resultant  improved  patient-provider  relationship  will  allow  for  the  focus  on  health 
care  delivery  not  administrative  paperwork.  Finally,  the  network  permits  all  parties 
to  share  information  for  informed  decision  making  about  resource  consumption  and 
financial  responsibihties.  Such  harnessing  of  the  system  sets  the  stage  for  expanded 
access. 
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SPBA  is  the  national  association  of  independent  Third  Parly  Administration  finns  (TPAs)  which  manage  client  employee  bencTit 
plans-  It  IS  estimated  that  one-third  (1/3)  of  all  U.S.  workers,  from  every  size  and  format  of  employment,  are  covered  by 
employee  benefil  plans  managed  by  such  TPA  firms  Over  95%  of  the  TPA  firms  known  to  be  eligible  for  SPBA  have  joined. 
Firms  must  be  independent  at  the  Board  level  and  derive  at  least  50%  of  their  income  from  TPA  services. 

SPBA  member  TPA  firms  operate  much  like  independent  CPA  or  law  firms.. .providing  continuing  professional  SMSlds  claims 
and  benefit  plan  adminisirauon  for  several  client  employers  and  benefit  plans.  Most  of  the  plans  include  some  degree  of  self- 
funding.  SPBA  IS  unique,  not  only  in  the  large  percent  of  benefit  plans  represented,  but  also  because  it  includes  every  size  and 
type  of  employment,  such  as:  small  business,  big  corporations,  union,  non-union,  association-sponsored  plans,  and  every  industry 
&.  profession.  Thus.  SPBA  is  known  for  its  candid  insights,  its  broad  perspective,  and  that  SPBA  has  no  "axe  to  grind"  for  or 
against  any  parucular  industry  or  t>pc  of  plan. 

SPBA  membership  has  grown  1.0(X)%  in  number  of  fums  and  4.500%  in  number  of  TPA  service  providers  in  the  past  10  years, 
w  iih  a  current  rosier  of  about  450  TPA  firms  This  grow  th  minors  the  expanding  demand  for  TPA  services. ..in  large  part  because 
of  the  leading  role  SPBA  members  have  played  in  successful  health  cost  containment  efforts,  cost-efficient  administraiion 
techniques  for  pension  &.  health  benefit  plans,  and  attenuon  to  complex  government  compliance  requirements.  This  is  especially 
true  since  most  laws  are  "employer"  requirements,  often  not  handled  by  insurers  and  other  plan  experts,  but  in  which  TPAs  excel. 

These  comments  are  submitted  on  behalf  of  the  Society  of  Professional  Benefit 
Administrators  (SPBA).  While  SPBA  was  not  permitted  to  testify  today,  we  request  that 
our  comments  be  placed  in  the  record. 

SPBA's  comments  will  ftxus  on  the  present  implementation  of  the  Medicare 
Secondary  Payer  (MSP)  rules  through  the  governments  "Data  Match"  recovery  program 
and  the  financial  impact  of  this  program  on  employers,  as  well  as  discuss  some  of  the 
alternatives  to  this  approach. 

The  Health  Care  Financing  Administration's  (HCFA)  "Data  Match"  recovery  effon 
is  well  under  way  and  employers,  Third  Party  Administrators  (TPAs),  and  insurers  all 
across  the  counti7  are  receiving  threatening  demand  letters  from  HCPA's  Medicare 
contractors.  Those  receiving  these  letters  must  respond  within  60  days  or  face  penalties 
that  could  be  as  great  as  25%  of  an  employer's  contributions  to  the  group  health  plan  for 
the  year  in  which  the  alleged  violation  occurred.  Responding  within  60  days  is  often 
difficult  to  do  since  the  iriformation  needed  is  often  dispersed,  and  sometimes  no  longer 
exists. 
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The  IRS/SSA/HCFA  "Data  Match"  refers  to  a  process  whereby  information  is 
exchanged  between  these  three  agencies  to  derive  names  of  individuals  who  may  have  been 
subject  to  the  MSP  rules.  The  names  of  these  individuals  are  placed  on  a  form  and  sent  to 
employers  for  an  employment  history  verification,  and  to  determine  if  these  individuals 
were  covered  under  an  employer's  group  health  plan.  It  is  a  complicated  process  that 
requires  employers  to  check  old  personnel  employee  benefit  plan  records,  back  to  1982  in 
some  cases,  which  may  not  be  maintained  on  the  employer's  premises  and  could  involve  a 
trip  to  a  warehouse  or  accessing  information  on  now  incompatible  computer  disks. 

What  is  so  frustrating  about  "Data  Match"  is  that  this  intricate  bureaucratic  system 
for  recovering  money,  that  will  be  very  costly  to  employers,  has  been  designed  to  penalize 
those  entities  (i.e.,  employers  and  their  plans)  who  had  no  control  over  the  errors.  The 
"Data  Match"  program  attempts  to  recover  the  mistaken  Medicare  payment  long  after  the 
error  has  occurred,  instead  of  going  to  the  source  of  the  problem  -  commonly  referred  to  as 
"pay  and  chase." 

Most  MSP  violations  occur  because  a  doctor  or  hospital  incorrectly  sends  a  claim 
bill  to  Medicare  when  it  should  have  been  sent  to  the  employer  group  health  plan,  or 
because  the  doctor  or  hospital  bills  both  Medicare  and  the  employer  group  health  plan.  A 
Government  Accounting  Office  study  based  on  a  sample  of  88  hospitals  determined  that 
64%  of  the  MSP  recovery  cases  were  situations  where  the  employer  group  plan  had 
correctly  paid  primary  and  Medicare  had  incorrectly  paid  primary  (GAO/HRD  92-26).  The 
"Data  Match"  claims  generally  fall  into  one  of  two  categories:  1)  The  plan  already  paid  the 
claim;  or  2)  The  plan  never  received  the  bill  from  the  provider  or  plan  participant  in  the  first 
place. 

Why  does  the  hospital  or  doctor  incorrecdy  bill?  There  are  a  number  of  possible 
answers  to  this  question.  Medicare  is  designed  to  pay  quickly  even  though  its  payment  is 
usually  less  than  what  the  employer  plan  would  pay;  many  elderly  patients  believe  they  are 
entitled  to  Medicare  and  feel  it  is  their  choice  to  choose  Medicare  over  the  employer  group 
plan;  hospital  admitting  clerks,  physician  office  personnel  and  Medicare  beneficiaries  have 
been  woefully  undereducated  about  MSP,  despite  HCFA's  efforts. 

As  the  MSP  laws  were  passed,  HCFA  failed  to  communicate  them  to  the  affected 
parties  and  HCFA  failed  to  work  with  Congress  to  achieve  necessary  clarifications.  (For 
example,  there  is  no  definition  of  employer  in  the  MSP  statutes.  Employers  have  never 
known  whether  they  must  be  aggregated  with  their  parent  or  subsidiary  companies  to 
determine  the  total  number  of  employees  employed  that  would  trigger  coverage  under  the 
MSP  rules.)  The  consequence  was  that  many,  including  doctors,  hospitals.  Medicare 
beneficiaries  and  employers  didn't  fully  understand  how  to  comply.  Medicare  contractors 
will  routinely  give  conflicting  answers  on  MSP  questions,  reflecting  HCFA's  own  internal 
confusion. 

HCFA  seems  very  proud  of  the  fact  that  they  launched  an  educational  campaign  to 
tell  doctors  and  hospitals  about  MSP  in  1987.  But  the  laws  took  effect  as  early  as  1982. 
HCFA's  efforts  have  been  too  little,  too  late,  and  employers  and  plans  will  have  to  pay  the 
price  for  HCFA's  failings. 

HCFA  is  desperate  to  recover  monies  that  the  Office  of  Management  and  Budget 
says  it  should  not  have  paid  out.  HCFA  attempts  to  bully  plans  with  numerous  scare 
tactics.  In  October  1989  regulations,  HCFA  states  that  it  has  the  right  to  recover  money 
from  an  employer  group  health  plan  despite  the  fact  that  the  plan  correctly  paid  primary. 
HCFA  has  self-imposed  the  right  to  obtain  a  double  payment  from  an  employer  group  plan 
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when  the  mistake  was  clearly  HCFA's.  HCFA  would  like  employers  and  their  claim 
processors  to  be  collection  agents  for  them  and  track  down  the  providers  who  received 
duplicate  payment. 

In  January  1993,  the  Secretary  of  Health  and  Human  Services  stated  in  a  news 
release  that  HCFA  would  go  after  providers  and  not  badger  employer  plans  for  payments. 
SPBA  was  pleased  by  this  announcement  but  remains  cautious  as  regional  HCFA  offices 
tend  to  operate  independendy  and  HCFA  could  always  revert  to  their  earlier  regulations  for 
policy  guidance. 

HCFA  also  bullies  plans  by  asking  employers  to  pay  claims  when  their  insurance  or 
stop-loss  contracts  have  expired  (stop-loss  refers  to  insurance  coverage  that  takes  effect 
after  claims  reach  a  certain  level).  Under  the  MSP  laws,  HCFA  has  six  years  from  the  date 
they  discover  mistaken  payments  to  seek  recovery.  Thus,  a  "Data  Match"  report  generated 
in  1993  for  a  claim  incurred  in  1983  would  give  HCFA  until  1999  to  obtain  recovery. 
Typically,  employers  with  self-insured  plans  purchase  stop-loss  coverage  for  a  period  of 
one  year,  with  a  six  month  to  one  year  grace  period  to  submit  claims  incurred  during  the 
policy  year.  Employers  will  not  have  stop-loss  coverage  in  effect  when  HCFA  comes 
asking  for  payment.  HCFA  has  the  power  to  force  employers  holding  long-ago  expired 
stop-loss  contracts  to  pay  "old"  claims  from  present  plan  assets  with  no  coverage,  which 
may  lead  some  employers  into  bankruptcy. 

HCFA's  implementation  of  MSP  seems  to  be  clearly  opposed  to  another  federal 
law,  the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA).  Under  ERISA, 
employers  must  administer  their  plans  according  to  their  plan  documents.  Should  an 
employer  pay  an  "old"  claim  with  no  stop-loss  coverage  from  present  plan  assets  in  direct 
disregard  for  the  plan's  claim  filing  limitations,  the  Department  of  Labor  has  the  power  to 
penalize  the  employer  for  violating  ERISA  fiduciary  rules.  Employers  place  timely  claim 
filing  rules  in  their  plan  documents  to  protect  the  plan  and  thereby  plan  participants  from 
potentially  fraudulent  claims  submitted  years  later  and  to  prevent  the  potential  opening 
retroactively  of  contracts.  HCFA's  tactics  appear  to  be  inconsistent  with  ERISA  purposes. 

TPAs  report  that  employers  are  eager  to  pay  small  "old"  claims  emerging  through 
"Data  Match"  in  the  hope  that  this  will  be  the  end  of  the  matter  (however,  "Data  Match"  is 
scheduled  through  1995).  SPBA  recognizes  that  these  employers  are  setting  a  dangerous 
precedent  with  HCFA.  Employers  have  no  way  of  knowing  ^e  number  or  amounts  of 
claims  that  could  surface,  though  some  reportedly  are  as  high  as  $250,0(X).  A  small  "old" 
claim  can  be  paid  from  present  plan  assets  without  jeopardizing  the  funding  for  present 
claims,  but  a  large  claim  could  seriously  undermine  the  viability  of  a  plan. 

Many  employers  have  not  kept  claim  information  for  more  than  six  years  as 
required  under  section  107  of  ERISA.  These  employers  have  no  way  of  checking  to 
determine  if  the  claims  Medicare  believes  may  have  been  covered  under  the  employer  group 
health  plan  were  already  paid  by  the  plan.  HCFA  officials  say  that  employers  should  have 
interpreted  the  law  back  in  the  early  1980s  as  requiring  them  to  keep  claim  records 
indefinitely.  However,  HCFA  never  warned  employers  of  this  through  a  notice  or 
regulations.  ERISA  clearly  established  record  retention  guidelines  that  employers  have 
been  following  for  almost  two  decades.  Employers  had  no  way  of  knowing  that  a  program 
such  as  "Data  Match"  would  be  created. 

Will  HCFA  press  for  reimbursement  in  those  cases  where  the  plan  records  no 
longer  exist?    HCFA  has  no  answer  at  this  point  in  time.  Employers  lacking  records  will 
have  no  way  to  prove  that  the  claim  in  question  was  already  paid.  Should  HCFA  bully 
these  plans  to  pay,  the  Department  of  Labor  (DOL)  audit  agents  will  penalize  these  plans 
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for  careless  administration  and  unnecessary  disbursement  of  plan  assets.  If  these 
employers  obey  HCFA,  they  get  punished  by  the  DOL,  and  if  they  obey  DOL,  they  incur 
the  wrath  of  HCFA. 

What  is  the  "real"  cost  of  "pay  and  chase"? 

HCFA  has  asserted  that  the  cost  of  implementing  the  "Data  Match"  will  be  very 
small  in  comparison  to  the  tremendous  recoveries.  In  the  early  stages  of  the  "Data  Match" 
program,  HCFA  made  projections  that  $600  million  a  year  would  be  recovered.  In  a 
January  1993  Department  of  Health  and  Human  Services  news  release,  the  dollar  amounts 
significandy  dropped  to  $200  milhon.  Based  on  conversations  with  HCFA  officials, 
SPBA  has  learned  that  the  cost  estimate  of  performing  "Data  Match"  recoveries  is  based 
primarily  on  the  cost  to  generate  "Data  Match"  forms/requests  and  does  not  take  into 
account  the  cost  to  the  Medicare  contractors,  the  regional  HCFA  offices,  and  the  national 
HCFA  office  in  disseminating  provider  billing  information,  responding  to  employer 
inquires,  answering  policy  questions,  etc.  Nor  does  the  "Data  Match"  cost  estimates  reflect 
the  financial  burden  on  employers  in  locating  "old"  plan  language  and  payment  records. 

It  is  not  uncommon  today  for  employers  to  move  from  a  fully  insured  group  health 
plan  to  a  self-insured  plan  administered  by  a  TPA.  The  present  TPA  may  not  have  all  the 
"old"  plan  records  and  may  need  to  contact  the  prior  insurance  carrier.  Both  the  TPA  and 
insurer  must  pay  their  employees  to  research  "Data  Match"  claims  and  these  costs  will 
eventually  be  passed  on  to  employers. 

Many  TPAs  report  that  the  cost  of  researching  small  "Data  Match"  claims  often 
exceeds  the  claim  amount  by  two  to  three  times.  Remember,  after  performing  a  search  for 
HCFA,  many  employers  are  discovering  that  the  claim  in  question  was  already  paid  by  the 
employer's  group  health  plan.  In  those  cases  where  the  plan  paid  primary  and  Medicare 
paid  primary,  the  employer  and  claim  processor  have  incurred  substantial  costs  to  perform 
a  search  and  yet  the  provider  who  has  reaped  the  benefit  of  a  duplicate  payment  for  one 
service  has  not  been  penalized. 

Alternatives  to  "pay  and  chase" 

SPBA  understands  the  subcommittee  is  considering  an  exchange  of  databases 
between  payors  and  Medicare  contractors  to  alleviate  the  MSP  errors.  This  idea  wiU  not 
begin  to  catch  all  the  MSP  errors.  An  exchange  of  databases,  to  be  effective,  would  need 
to  be  occurring  on  a  daily  basis.  Medicare  beneficiaries  are  mobile,  switching  jobs, 
moving  to  different  locations,  dropping  and  adding  coverage  daily.  In  addition,  the 
multiplicity  of  payors  would  render  an  orderly  exchange  of  information  almost  impossible. 
TPAs  administer  the  benefits  of  approximately  one-third  of  all  U.S.  workers.  Over  the  last 
15  years,  employers  have  turned  to  TPAs  for  claim  administration  because  they  are 
extremely  lean  and  efficient  organizations.  If  HCFA  exchanged  information  with  only 
large  insurers,  HCFA  would  be  missing  a  large  section  of  the  working  population.  Some 
employers  are  both  self-insured  and  self-administered.  HCFA  would  need  to  go  directiy  to 
individual  employers  to  access  their  employee  coverage  records.  It  is  very  unlikely  that  the 
Medicare  contractors,  who  claim  to  be  over-worked  and  under-paid,  could  exchange 
information  with  hundreds  of  payors,  large  and  small,  with  varying  computer  capacities. 

Were  it  possible  to  exchange  information  with  hundreds  of  payors,  SPBA  seriously 
doubts  whether  the  Medicare  contractors  would  use  the  information  in  a  useful  way.  Many 
TPAs  report  that  they  have  notified  Medicare  contractors  during  the  1980s  about  the 
existence  of  employer  group  health  plan  coverage  and  have  sent  reimbursements  directiy  to 
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the  contractors  when  they  discovered  an  MSP  error,  only  to  have  the  checks  returned  with 
a  comment  that  the  contractors  are  not  able  to  receive  small  claim  reimbursements. 

The  answer  to  the  problem  is  really  rather  simple,  but  often  overlooked.  The  most 
cost  effective  way  to  solve  the  MSP  fiasco  is  to  route  ^e  bill  correctly  at  the  point  of 
service.  The  Medicare  beneficiary  is  the  only  entity  who  knows  if  employer  group  health 
plan  coverage  exists  and  their  knowledge,  or  a  family  member's  knowledge  if  the  patient  is 
incapacitated,  must  be  tapped  when  the  beneficiary  receives  a  medical  service.  The 
providers  will  complain  that  they  do  not  want  the  information  gathering  burden  placed  on 
them.  However,  they  are  the  only  individuals  who  have  direct  contact  with  the  Medicare 
beneficiary  when  a  claim  is  incurred  and  since  they  are  the  ones  sending  the  bill,  it  seems 
logical  that  they  should  be  responsible  for  asking  and  demanding  an  accurate  answer  from 
the  patient.  SPBA  supports  the  idea  of  placing  penalties  on  providers  for  failing  to  ask 
patients  MSP-related  questions. 

SPBA  also  recommends  that  Congress  re-evaluate  the  MSP  rules,  with  an  eye 
toward  clarifying  the  rules  and  relieving  HCFA  from  their  present  state  of  confusion. 
Congress  should  re-think  the  statutory  language  that  permits  HCFA  to  recover  payments 
six  years  from  the  date  an  error  is  discovered.  Further,  Congress  should  pass  legislation 
permitting  non-insurers  to  compete  for  Medicare  contract  work.  If  it  is  true  that  the 
Medicare  contractors  are  over- worked  and  under-paid,  then  prospective  competitors  will 
not  vie  for  the  contracts.  But  it  just  may  turn  out  ^at  entities  wiU  emerge  with  new  ideas 
and  greater  efficiencies  that  can  provide  more  accurate  Medicare  claim  processing. 

The  present  Medicare  claim  processing  system  is  intolerable,  SPBA  urges  the 
subcommittee  to  initiate  legislation  incorporating  the  ideas  discussed  above. 
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APPROVED  OM&493B-O00e 


HEALTH  INSURANCE  CLAIM  FORM 


^^ 


"1  (MeOKMreM)  PH  fM««a«  *;  r~\  (Sponsor  s  SSN)    r~\  (VAFie  *)   FH    (SSNorlDi       PJ 

— — zTT^ rtr:" ^   ...» *.^ji_i_^-ii  rTB^iciiT^e  DiriTu  n^rc 


MEDICARE  MEDCAiD 


GROUP                    FECA  o 

HEALTH  PLAN  SLK  LUNG  , . 

■ -     ^~^  (ssf4)     rj  I. 


I  INSUREDS  10  NUMBER 


(FOR  PROGRAM  IN  ITEM  1) 


Z  PATIEr/rs  NAME  [La«  Name  Firsl  Name.  MMjcfle  Initial) 


5  PATIENTS  ADDRESS  (No  .  SirMf) 


3  PATIENTS  BIRTH  DATE 


4  INSURED  S  NAME  (Last  N»no.  Fnl  Nam*.  MNtdta  miUI) 


_5La lEL 


e  PATIENT  RELATIONSHIP  TO  INSURED 

Se«  Q   SpouseQ  ChikjQ       Ogwf|      [ 


7  INSURED'S  ADDRESS  (No  ,  StTMl) 


TELEPHONE  (induda  Araa  Codai 

( ) 


8  PATIENT  STATUS 

Single  Q      Mamed  Q  Olher  |      ] 

Employed  I — i    FuH-Time  |~|  Part  Time  | — , 

I     I    Studam    I I    Smogni    I I 


TELEPHONE  (INCLUDE  AREA  CODE) 

(        ) 


9  OTHER  INSURED'S  NAME  (Last  Name.  Tirst  Name.  Middle  Inmal) 


a.  OTVIER  INSURED'S  POLCV  OR  GROUP  NUMBER 


c  EMPLOYERS  NAME  OR  SCHOOL  NAME 


un la. 


10  IS  PATIENTS  CONDITION  RELATED  TO 

a  EMPLOYMENT'  (CURRENT  Ofi  PREVIOUS) 

QVES  QNO 

t>  ALTTO  ACCIDENT?  PLACE  (State 

□  yes 

c  OTHER  ACCIDENT'' 


1 1   INSURED'S  POLICY  GROUP  OR  FECA  NUMBER 


"D 


D 


b  EMPLOYER  S  NAME  OR  SCHOOL  NAME 


INSURANCE  PLAN  NAME  OH  PROGRAM  NAME 


d  INSURANCE  PLAN  NAME  OH  PROGRAM  NAME 


lOd.  RESERVED  FOR  LOCAL  USE 


d  IS  THERE  ANOTHER  HEALTH  BENEFIT  PLAN'' 

[_]vES        Q   NO  ff|«a.  retumioandcompl9Tenom9a-d 


READ  BACK  OF  FORM  BEFORE  COMPLETINO  «  StQNNG  TMS  FOm. 

IZ  PATIENTS  OR  AUTHORIZED  PERSON  S  SIGNATURE  i  auitwaze  ifie  release  ol  any  madical  or  Other  mtofmatkm  fiec«ssary 
to  process  ths  daim  i  also  'equesi  payneni  oi  oovommBoi  benefiis  erther  lo  iwrtolt  o(  io  itw  party  wtw  acc«pis  assig^meni 


13  INSUREDS  OR  AUTMOniZEO  PERSONS  SIGNATURE  I  aomoni* 
paymern  of  medical  beoefis  lo  t^e  urtder^ned  p^ysoan  or  supotw  tor 
servKies  described  below 


t  DATE  OF  CURRENT 


(ILLNESS  (Fusi  sympiomi  Ofi 
INJURY  (Acodent)  OR 
PREGNANCY(LMP) 


16  DATES  PATIENT  UNABLE  TO  WORK  IN  CURRENT  OCCUPATION 
MM  DD      '    YY  MM     .     DO    I      YV 


17-  NAME  OF  REFERRING  PHYSICIAN  OH  OTHER  SOURCE 


I7a  ID  NUMBER  OF  REFERRING  PHYSICIAN 


IB  HOSPITALIZATION  DATES  RELATED  TO  CURRENT  SERVICES 
MM  00  YY  MM     :     DD    ,      YY 

FROM  TO 


19  RESERVED  FOR  LOCAL  USE 


20  OUTSIDE  LAB? 


21   DIAGNOSIS  OR  NATURE  OF  ILLNESS  OH  INJURY  (RELATE  ITEMS  1 .2,3  OR  4  TO  ITEM  24E  BY  LINE) 


23  PRIOR  AUTHORIZATION  NUMBER 


?p55t- 

Plan 


^^ate,s)Ofservk:e^^ 
do       yy      mm       do 


Type  j  PROCEDURES.  SERVICES,  OR  SUPPLIES 

of  (Eiplain  Unusual  Circumstances) 

ServicdSefvicel   CPTfHCPCS       I      MODIFIER 


25  FEDERAL  TAX  ID  NUMBER  SSN  EIN 


DD 


26  PATIENTS  ACCOUNT  NO 


27  ACCEPT  ASSIGNMENT? 
I      (For  govt  claims,  see  back| 

I  □   YES      □    NO 


28  TOTAL  CHARGE 


29  AMOUNT  PAID 


30  BALANCE  DUE 


31   SIGNATURE  OF  PHYSICIAN  OR  SUPPLIER 

INCLUDING  DEGREES  OR  CREDENTIALS 
(I  c»riity  mat  [he  stalemems  on  ttte  reverse 
apply  <o  th's  b<ii  and  are  made  a  pan  tttereol  j 


'  32  NAME  AND  ADDRESS  OF  FACILITY  WHERE  SERVICES  WERE 
RENDERED  (M  other  Than  home  or  office) 


33  PHYSICIAN'S,  SUPPLIERS  BILLING  NAME.  ADDRESS.  ZIP  CODE 
&  PHONE ff 


(APPROVED  BY  AMA  COUNCIL  ON  MEDICAL  SERVICE  B/M) 


PLEASE  PRINT  OR  TYPE 
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BECAUSE  THIS  FORM  IS  USED  BY  VARIOUS  GOVERNMENT  AND  PRIVATE  HEALTH  PROGRAMS.  SEE  SEPARATE  INSTBUCTWNS  ISSUED  BY 
APPLICABLE  PROGRAMS 

NOTICE:  Any  person  who  knowingly  Hlos  a  slaleiTOinl  ol  claim  contalnino  any  mlsropreMnUUon  or  any  talM,  Incomplete  or  mlelB«<lng  Intormatlon  may 
be  guilty  ol  a  criminal  acl  punishable  under  law  and  may  be  subject  to  civil  penalties 

REFERS  TO  GOVERNMENT  PROGRAMS  ONLY 
MEDICARE  AND  CHAMPUS  PAYMENTS  A  palienl  s  signature  requests  Ihal  payment  be  made  and  aultiorizes  release  ol  any  inlormation  necessary  to  process 
"e  clam  and  certrties  that  Ihe  .ntormalion  proJ^ed  rn  Blocks  1  through  t2  ,s  true,  accurate  and  complete  In  the  case  ol  a  Medicare  claim,  the  patient  s  signature 
authonzes  any  entity  to  release  to  Medicare  medical  and  nonmedical  inlormation.  including  employment  status,  and  whether  the  person  has  employer  O'oup  health 
insurance  liability  no-laull,  worker  s  compensation  or  other  insurance  which  is  responsible  to  pay  lor  the  services  loi  which  the  Medicare  claim  is  made  See  42 
CFR  41 1  24|a)  II  Item  9  is  completed,  the  patient  s  signature  authonzes  release  ol  the  inlormation  to  Ihe  health  plan  o,  agency  shown  In  Medicare  assigned  or 
CHAMPUS  padicpatlon  cases,  the  physiaan  agrees  to  accept  the  charge  detemrination  ol  the  Medicare  earner  or  CHAMPUS  lisca  intermediary  as  the  u»  charge 
and  the  oatWil  is  responsible  only  tor  the  deductible  coinsurance  and  noncoveied  sen/ices  Coinsurance  and  the  deductible  are  based  upon  Ihe  charge 
defermnK  ol  the  M^icare  earner  or  CHAMPUS  liscal  intermediary  it  this  is  less  than  the  charge  submitted  CHAMPUS  is  not  a  heaBh  insurance  P^'am  bu^ 
riakes  payment  lor  health  benelits  provided  through  certain  altiliations  with  Ihe  Unilormed  Services  Inlormation  on  the  patient  s  sponsor  should  be  provided  m  those 
items  captioned  in  'Insured'.  i,e  ,  items  la.  4,  6.  7.  9.  and  1 1 

BLACK  LUNG  AND  FECA  CLAIMS 
The  provider  agrees  to  accept  Ihe  amount  paid  by  the  Government  as  payment  in  lull  See  Black  Lung  and  FECA  instruCTions  regarding  reguired  procedure  and 
diagnosis  coding  systems 

SIGNATURE  OF  PHYSICIAN  OR  SUPPLIER  (MEDICARE,  CHAMPUS,  FECA  AND  BLACK  LUNG) 
I  certity  that  the  services  shown  on  this  torm  were  medically  indicated  and  necessary  lor  the  health  ol  the  patient  and  were  persrjnally  '"'"'^^^°'y'^'^^?y?^,^ 
incidenl  to  my  prolessional  service  by  my  employee  under  my  immediate  personal  supenrision.  except  as  othenmse  expressly  pemiitled  by  Medicare  or  CHAMPUS 
regulations 

For  services  to  be  considered  as  -incident-  to  a  physicians  professional  service,  1 )  they  must  be  rendered  under  the  physician  s  immediate  personal  supervision 
by  hiSherlmpkjyee.  2)  they  must  be  an  integral,  although  incidental  part  ol  acovered  physician  s  service,  31  they  must  be  ol  kinds  commonly  lumished  m  physician  s 
oftices,  and  4)  the  services  ol  nonphysicians  must  tie  included  on  the  physiaans  bills 

For  CHAMPUS  claims,  I  turther  certity  that  I  (or  any  employee)  who  rendered  services  am  not  an  active  duty  member  ot  the  Unitorrned  fenrices  or  acvilian  employee 
ol  the  United  States  Government  or  a  contract  employee  ol  the  United  States  Government,  either  civilian  or  military  (reler  to  5  USC  5536)  For  Black-Lung  claims, 
1  further  certify  that  the  services  performed  were  for  a  Black  Lung-related  disorder 

No  Pan  B  Medicare  benefits  may  be  paid  unless  this  lomi  is  received  as  required  by  existing  law  and  regulations  142  CFH  424.32). 

NOTICE  Any  one  who  misrepresents  or  lalsilies  essential  information  to  receive  payment  from  Federal  funds  requested  by  this  lorn  may  upon  conviction  be  subicct 
to  line  and  impnsonmenl  under  applicable  Federal  laws 

NOTICE  TO  PATIENT  ABOUT  THE  COLLECTION  AND  USE  OF  MEDICARE.  CHAMPUS,  FECA,  AND  BLACK  LUNG  INFORMATION 

(PRIVACY  ACT  STATEMENT) 
Vie  are  authorized  by  HCFA.  CHAMPUS  and  OVKCP  to  ask  you  tor  information  needed  in  Ihe  administration  ol  the  "J^"™- CHAMPUS  FECA  and  B^^^^ 
programs  Authonty  to  collect  inlormation  is  in  section  205(a).  1 862. 1 872  and  1 874  ol  the  Social  Secunty  Act  as  amended  42  i;FR  41 1  24|a)  and  424  5(a)  (61.  and 
44  use  3101 .41  CFR  101  el  seq  and  10  USC  1079  and  1086.  5  USC  8101  el  seq.  and 30  USC  901  et  seq:  38  USC  613.  EG  9397 

The  inlormation  we  obtain  lo  complete  claims  under  these  programs  .s  used  lo  identify  you  and  to  determine  your  eligibility  II  is  also  used  to  decide  it  the  senrices 
and  supplies  you  received  are  covered  by  these  programs  and  to  insure  that  proper  payment  is  made 

The  information  may  also  be  given  lo  other  providers  ol  services,  earners.  inlerme«anes.  medical  review  boards,  health  plans,  and  other  organizations  or  Federal 
agencies  for  the  effective  administration  ot  Federal  provisions  that  require  other  third  parties  payers  to  pay  phmary  to  Federal  program^and  as  olhenwise  necessary 
to  administer  these  programs  For  example.  It  may  bo  necessary  lo  disclose  inlormation  about  the  benelits  you  have  used  to  a  hospnal  or  doctor  Additional  disctosures 
are  made  through  routine  uses  lor  inlormation  contained  in  systems  ot  records 

FOR  MEDICARE  CLAIMS:  See  the  notice  modifying  system  No  09-70-0501 .  titled.  Camer  Medicare  Claims  Record.'  published  in  the  FWeral  RegiSlei.  Vol  55 
No  177,  page  37549.  Wed  Sept  12.  1990.  or  as  updated  and  republished 

FOR  OWCP  CLAIMS:  Department  ol  Labor.  Pnvacy  Act  ol  1974.  -Republication  ol  Notice  ol  Systems  ol  Records.-  Fedetal  Register  Vol  55  No  40.  Wed  Feb  28. 
1990.  See  ESA-5,  ESA-6,  ESA-12.  ESA-t3.  ESA-30.  or  as  updated  and  republished 

FOR  CHAMPUS  CLAIMS:  PRINCIPLI;  PI  IRPOSFISI:  To  evaluate  eligibility  for  medical  care  provided  by  civilian  sources  and  lo  issue  payment  upon  establishment 
ol  eligibility  and  detemiination  that  the  sen/ices/supplies  received  are  authonzed  by  law 

ROUTINE  USEISL  Intomiation  Irom  claims  and  related  documents  may  be  given  lo  the  Dept.  ol  Velerans  Affairs,  the  Dept  ol  Health  and  Hurnan  Services  and/or 
the  Depl  ol  Transr^orlation  consistent  w«h  their  statutory  administrative  responsibilities  under  CHAMPUS/CHAMPVA.  lo  the  Dept  ol  JustiM  lor  representation  o 
the  Secretarv  ot  Delense  mcivil  actions  to  the  Internal  Revenue  Service,  pnvale  collection  agencies,  and  consumer  reporting  agencies  mconneclion  wiih  recoupment 
claims  and  to  Congressional  Offices  m  response  lo  inquines  made  at  the  request  ol  the  person  lo  whom  a  record  pertains  Appropriate  disclosures  may  be  made 

10  other  federal  stale  local  loreign  government  agencies,  pnvate  business  entities,  and  individual  providers  ol  care,  on  matters  relating  to  enmlemenl.  claims 
adjudication,  fraud,  program  abuse  utilization  review,  quality  assurance,  peer  review,  program  integnty,  third-pany  liability,  coordination  of  benelits.  and  civil  and 
cnminal  litigation  relaled  to  the  operation  ol  CHAMPUS 

DISCLOSUFIES.  Voluntary  however  failure  to  provide  inlomiation  will  result  in  delay  in  payment  or  may  result  in  denial  of  claim  With  the  one  exception  discussed 
below  there  are  no  penalties  under  these  programs  lor  refusing  lo  supply  information  However,  failure  to  tumish  information  regarding  the  rnedical  services  rendered 
or  the  amount  charg«l  would  prevent  payment  ol  claims  under  these  programs.  Failure  to  furnish  any  other  infonnation,  such  as  name  or  claim  number,  would  delay 
payment  of  the  claim  Failure  lo  provide  medical  infomialion  under  FECA  coukj  be  deemed  an  obstnjction 

11  is  mandatory  that  you  tell  us  it  you  know  that  another  party  is  responsible  lor  paying  lor  your  treatment  Section  1 1 288  ot  the  Social  Secunty  Act  and  31  USC  3801  - 
3812  provide  penalties  for  withhokling  Ihis  information 

You  shou  W  be  aware  thai  PL  1 00-503,  Ihe  'Computer  Matching  and  Pnvacy  Protection  Act  ot  1 988",  permits  the  government  lo  venfy  information  by  way  ol  computer 
matches 

MEDICAID  PAYMENTS  (PROVIDER  CERTIRCATION) 
I  hereby  agree  lo  keep  such  records  as  are  necessary  to  disclose  lully  the  extent  ot  senrices  provided  lo  individuals  under  the  State  s  Title  XIX  plan  and  to  lurnish 
inlonriation  regarding  any  payments  claimed  tor  providing  such  services  as  the  Slate  Agency  or  Dept  ot  Health  and  Humans  Services  may  request 
I  turther  agree  to  accept,  as  payment  m  full,  the  amounl  paid  by  the  Medicaid  program  lor  those  claims  submnted  tor  payment  under  that  program,  wilh  the  exception 
ol  authonzed  deductible,  coinsurance,  co-payment  or  similar  cosl-shanng  charge 

SIGNATURE  OF  PHYSICIAN  (OR  SUPPLIER);  I  certify  thai  the  sen/ices  listed  above  were  medically  indicated  and  necessary  to  Ihe  health  ot  this  patient  and  were 
personally  lumished  by  me  or  my  employee  under  my  persona!  direction 
NOTICE  This  IS  to  certify  that  the  foregoing  inlormation  is  tme,  accurate  and  complete  I  understand  Ihal  payment  and  salislaction  ol  this  claim  will  be  from  Federal  and  State 

funds,  and  that  any  lalse  claims,  statements,  or  documents,  or  concealment  ol  a  malarial  lact,  may  be  prosecuted  under  applicable  Federal  or  Slate  laws 
Public  reporting  burden  for  this  collection  ol  information  is  estimated  to  average  1 5  minutes  per  response,  including  time  lor  reviewing  instnjctions.  searching  existing 
date  sources  oathenng  and  maintaining  data  needed,  and  completing  and  reviewing  the  collection  ol  intomiation  Send  comments  regarding  Ifiis  burden  estimate  or 
any  other  asp«l  ol  this  collection  ol  information,  including  suggeslions  lor  reducing  the  burden,  to  HCFA,  Office  of  Financial  Management.  P  O  Box  26684  Baltimore, 
MD  21207,  and  to  the  Office  of  Management  and  Budget,  Papen»ork  Reduction  Proied  IOMB-0938  0008),  Washington,  D  C  20503 

SIGNATURE  OF  PHYSICIAN  OR  SUPPUER  (WORKERS  COMPENSATION) 
Any  person  who,  knowingly  and  with  intent  to  iniure,  detraud.  or  deceive  an,  employer  or  employee,  insurance  company  or  self-insured  program,  ties  a  statement  ol 
claim  conlaining  any  lalse  or  misleading  inlomiatton,  is  guilty  of  a  felony  ot  the  third  degree 

under  penalty  of  perjury,  I  declare  that  I  have  read  the  foregoing,  that  the  tacts  alleged  aie  tnre  to  the  best  of  m,  knowledge  and  beliel  and  that  the  treatment  and 
senrices  rendered  were  reasonable  and  necessary  with  respect  to  the  bodily  intury  sustained 
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AMERICAN  PAYROLL  ASSOCIATION'S 

POSITION  PAPER  ON 

FORM  W-2  REPORTING  OF  HEALTH  INSURANCE 

Proposal :   The  Health  Care  Financing  Administration  ("HCFA") 
has  proposed  to  require  employers  to  report  in  a  new  box  on 
Form  W-2  whether  the  employer  has  offered  a  group  health  plan 
(covering  20  or  more  employees)  to  the  employee  receiving  the 
Form  W-2,  and  whether  the  employee  had  elected  single  or  family 
health  coverage  under  such  plan.   HCFA  hopes  that  Form  W-2 
reporting  would  facilitate  enforcement  of  the  "Medicare  as 
Secondary  Payer"  ("MSP")  rules  that  make  Medicare  the 
secondary,  rather  than  the  primary,  insurer  of  active  employees 
(or  their  spouses)  who  are  age  65  or  over,  and  of  certain 
disabled  employees  (or  disabled  family  members  of  current 
employees) . 

APA's  Problems  with  HCFA's  Form  W-2  Reporting  Proposal;   The 

American  Payroll  Association  opposes  the  requirement  that 
health  benefit  information  be  reported  on  Form  W-2,  or 
collected  by  employers'  payroll  departments,  for  all  of  the 
reasons  outlined  below. 

(1)  Health  Plan  Participation  Data  is  Not  Related  to  Other 
Form  W-2  Data.   This  proposal  would  be  the  first 
expansion  of  employer  reporting  on  the  Form  W-2  of 
elements  which  do  not  facilitate  tax  administration. 

(2)  The  Proposal  Affects  All  W-2's.  But  Needed  Data 
Concerns  Tiny  Percentage  of  Workforce.   The  proposed 
change  adds  unnecessary  information  to  the  Form  W-2 
for  employees  not  affected  by  the  MSP  rules  (i.e., 
where  both  employee  and  spouse  are  under  65  and  not 
disabled) .   Employees  affected  by  MSP  rules  are  a  very 
small  percentage  of  the  workforce. 

(3)  The  Proposal  Imposes  Undue  Burdens  on  Payroll 
Departments .   Many  employers  do  not  collect  data  about 
current  health  plan  coverage  in  a  system  compatible 
with  Form  w-2  reporting,  because: 

(a)  Normally,  an  employer's  payroll  system  which 
produces  Forms  W-2  contains  information  relating 
to  any  health  insurance  deduction  from  the 
employee's  pay.   This  deduction  information  and 
other  payroll  records  usually  do  not  include 
information  HCFA  wants  about  the  health  plan 
coverage  that  is  offered  to  (and  selected  by)  the 
employee; 

(b)  Many  employers  contract  with  a  payroll  service 
organization  for  the  production  and  maintenance 
of  the  payroll  records,  including  the  production 
of  the  W-2.   Payroll  service  organizations  will 
not  have  access  to  the  health  insurance  benefit 
information  requested  under  the  proposal; 
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(c)  Health  plan  years  often  differ  from  calendar 
years,  so  the  proposed  Form  W-2  entry  providing 
health  plan  participation  data  could  change 
during  the  year;  and 

(d)  The  employee's  health  plan  election  could  change 
during  the  year,  so  the  proposed  Form  W-2  entry 
would  not  cover  the  full  year's  data. 

(4)  HCFA  Needs  Information  Not  Collected  by  Proposal.   The 
proposed  Form  W-2  reporting  will  not  provide  HCFA  with 
all  the  information  required  to  enforce  the  MSP 
rules.   Because  the  Form  W-2  will  never  (and  cannot) 
provide  names,  ages,  EINs,  or  disability  status  of 
dependents,  HCFA's  costs  of  enforcing  the  MSP  rules 
may  not  be  decreased  at  all  by  the  proposed  change. 

(5)  Form  W-2  Health  Plan  Data  Won't  Prove  an  MSP 
Violation.   The  information  required  by  HCFA's 
proposal  will  not  necessarily  prove  that  the  MSP  rules 
have  been  violated.   The  mere  existence  of  a  Form  W-2 
showing  participation  in  a  "group  health  plan"  does 
not  mean  that  the  recipient  (and  his  spouse  or  any 
disabled  family  member)  must  be  covered  by  Medicare  on 
only  a  secondary  basis.   For  example,  retired 
employees  covered  by  retiree  health  plans  (that  can 
legitimately  be  secondary  to  Medicare)  often  receive 
payments  from  former  employers.   Also,  disabled 
employees  (or  disabled  family  members  of  employees)  in 
small  group  health  plans  are  not  subject  to  the  MSP 
rules  (which  apply  only  to  group  health  plans  covering 
100+  workers).   In  both  of  the  above  cases,  HCFA  may 
wrongly  presume  that  there  is  a  violation  of  the  MSP 
rules,  without  investigating  the  employer  to  obtain 
more  information. 

(6)  Many  MSP  Violations  Will  Not  be  Detected  bv  Proposal. 
The  information  provided  will  not  indicate  all  cases 
where  MSP  rules  may  have  been  violated,  because  it 
provides  no  information  on  certain  persons  (such  as 
independent  contractors)  who  can  be  treated  as  "active 
individuals"  for  whom  Medicare  should  be  secondary. 

Summa ry :   In  summary,  this  proposal  provides  HCFA  data  it  does 
not  need,  and  HCFA  will  still  need  data  it  cannot  get  off  the 
Form  W-2.   HCFA's  administrative  costs  will  not  decrease 
significantly,  but  employers'  administrative  costs  of 
collecting  and  maintaining  this  data  will  increase 
unnecessarily.   HCFA  should  abandon  this  proposal  and  instead 
consider  less  far-reaching  information  reporting  changes  to 
help  administer  the  MSP  rules.   HCFA's  reporting  needs  can  be 
provided  from  employers  to  HCFA  in  a  more  efficient  manner, 
which  does  not  involve  the  Form  W-2  or  any  other  wage  statement 
information  return  or  data  base  maintained  by  a  payroll 
department . 
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TOPIC: 


REPORTING  NON-TAX  INFORMATION  ON  WAGE 
STATEMENTS  AND  INFORMATION  RETURNS 


PURPOSE: 


To  discuss  proposed  legislation  to  require 
Form  W-2  and  W-4  reporting  of  health 
benefits  and  child  support  obligations 


IRPAC  PRESENTER:    Mary  B.  Hevener 


IRS  PARTICIPANT: 


Tom  Burger 


ISSUE: 


Two  proposals  were  made  by  the  102nd 
Congress  to  require  additional  information 
on  Form  W-2  and  W-4,  to  help  reduce  Federal 
Medicare  outlays,  and  to  help  states  enforce 
child  support  obligations. 

Since  their  introduction  in  the  1940s,  Form 
W-2  (Wage  &  Tax  Statement)  and  Form  w-4 
(Employee  Withholding  Allowance  Certificate) 
have  been  used  exclusively  for 
administration  of  income  and  FICA  tax 
collection.   These  proposals  (described  in 
the  two  position  papers  attached  hereto) 
would  be  the  first  expansion  of  W-2  and  W-4 
reporting  to  cover  elements  which  do  not 
facilitate  tax  administration.   Using  the 
forms  and  documents  for  other  purposes 
increases  the  complexity  of  the  form  to  the 
preparer  of  the  form,  impedes  the 
understanding  of  the  tax  information  to  the 
taxpayer,  and  can  undermine  or  reduce 
voluntary  compliance  with  the  tax  code  to 
the  extent  that  other  negative  sanctions 
emanate  from  one's  voluntarily  complying 
with  the  tax  law. 
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•     Reporting  of  health  plan  information  on  Form  W-2  (see 
Attachment  A)  and  child  support  obligations  on  Forms 
W-4  and  W-2  (see  Attachment  B)  creates  the  following 
burdens  for  employers: 

•  The  reporting  changes  will  increase  most 
employers'  payroll  administration  expenses; 

•  There  is  no  proof  that  these  changes  would 
significantly  improve  enforcement  of  existing 
Federal  subrogation  rules  under  the  Medicare 
program.   (These  subrogation  rules  make  employer 
health  plans  the  primary  insurers  of 
Medicare-eligible  current  employees  (or  their 
family  members).   There  is  also  no  proof  that  the 
proposed  changes  in  child  support  reporting  would 
significantly  improve  states'  enforcement  of 
child  support  obligations. 

•  The  persons  violating  these  Federal  subrogation 
rules  (i.e.,  active  employees  on  Medicare,  and 
employees  who  are  delinquent  on  child  support) 
represent  less  than  10  percent  of  the  workforce, 
but  the  reporting  changes  require  redesign  of 
information  returns  and  building  data  base 
reporting  systems  for  all  employees. 

•  The  information  reporting  changes  would  not 
affect  Form  1099  reporting,  so  they  create  yet 
another  incentive  for  certain  workers  to  ask  to 
be  treated  as  independent  contractors. 

•  These  information  reporting  changes  will  wrongly 
impose  potential  information  reporting  penalties 
on  employers,  where  employees  are  the  cause  of 
the  basic  problem  (i.e.,  most  Medicare 
overpayments  can  be  traced  to  employee  and 
hospital  errors,  not  to  employers;  and  child 
support  delinquencies  are  the  fault  of  employees, 
not  employers) . 

•  If  these  proposals  are  enacted,  the  Form  w-2  is 
likely  to  be  used  for  more  and  more  non-tax 
purposes,  by  agencies  other  than  HCFA  and  state 
welfare  departments,  until  the  W-2  becomes  a 
survey  tool,  not  a  tax  administration  document. 

Adding  non-tax  information  to  the  Form  W-2  would 
certainly  run  counter  to  the  IRS  initiative  to 
standardize  this  form  in  order  to  reduce  taxpayer 
confusion  as  to  the  meaning  of  the  various  pieces 
of  information  already  shewn  on  the  form. 
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RECOMMENDATIOK ; 


The  IRS  should  be  encouragec?.  tc  oppose  any  legislation 
that  uses  tax  information  returns  for  purposes  other 
than  tax  administration,  especially  when  other,  more 
appropriate  forms  for  this  kind  of  information  already 
exist . 

Employers  should  not  be  requirad  to  pay  (through 
increased  payroll  administration  costs, 
underwithholding  penalties,  and  potential  information 
return  penalties)  for  mistakes  made  by  employees,  or 
for  inefficient  of  administration  of  social  welfare 
programs. 


Dec.  2-3,  1992  IRP  ADVISORY  COMMITTEE  MEETING        Page  3  of  12 


56 


Attachment  A 
PROPOSED  FORM  W-2  REPORTING  OF  HEALTH  BENEFITS 


BACKGROUND; 

The  Health  Care  Financing  Administration  ("HCFA"),  the 
agency  within  HHS  that  administers  Medicare,  is  looking  for 
more  cost-efficient  ways  to  enforce  the  rules  that  make 
Medicare  the  secondary,  rather  than  the  primary,  insurer  of 
active  employees  (or  their  spouses)  who  are  age  65  or  over,  and 
of  certain  disabled  employees  (or  disabled  family  members  of 
current  employees)  who  are  treated  as  "active"  individuals 
under  HCFA's  proposed  regulations.   HCFA ' s  estimates  of 
Medicare  overpayments  because  of  employer's  violations  of  these 
"Medicare  as  Secondary  Payor"  ("MSP")  rvles  range  from  $400 
million  to  $1  billion  per  year).!/  To  reduce  its  costs  of 
enforcing  the  MSP  rules,  HCFA  has  proposed  legislation  to 
require  Form  W-2  Wage  and  Tax  Statement  reporting  of  employee 
health  insurance  plan  participation. 

Under  HCFA's  proposal,  every  employer  would  be  required  to 
report  in  a  new  box  on  Form  W-2  whether  the  employer  has 
offered  a  group  health  plan  (covering  20  or  more  employees)  to 
the  employee  receiving  the  Form  W-2,  and  whether  the  employee 
had  elected  single  or  family  coverage  under  such  plan.  This 
Form  W-2  reporting  would  be  required  for  all  employees,  even 
though  most  employees  (and  their  spouset  or  dependents,  if  any) 
are  unlikely  to  be  age  65  or  over  or  disabled.   This  proposal 
is  contained  in  S.365,  a  bill  introduced  by  Senator  Roth  on 
February  6,  1991,  and  currently  pending  before  the  Permanent 
Subcommittee  on  Investigations  of  the  Senate  Governmental 
Affairs  Committee. i'' 


1/   For  a  detailed  discussion  of  the  MSP  rules  and  HCFA's 
enforcement  program  (which  so  far  has  attempted  to  gather  data 
on  prior  MSP  violations  through  employer  questionnaires),  see 
M.S.  Hevener  and  L.M.  Laarman,  "Employers'  Attempts  to  Cut 
Health  Coverage  for  Medicare-Covered  Workers  can  Trigger  Large 
Tax  Penalties,"  Tax  Notes.  April  15,  1991  at  231. 

2/   See  137  Congressional  Record  S1707  (2/6/91).   The  same 
legislation  also  proposes  to  permanently  extend  and  expand 
HCFA's  ability  to  obtain  tax  return  information  from  both  the 
IRS  and  SSA  concerning  the  names  and  social  security  numbers  of 
employees  and  their  spouses,  and  the  names,  TINs,  and  health 
plan  coverage  offered  by  their  employers.  Also,  HCFA  would  be 
authorized  to  establish  a  data  bank  on  the  MSP  program,  for  use 
by  HCFA,  Medicare  administrators,  and  certain  State  agencies 
responsible  for  enforcing  these  MSP  rules.  These  proposals 
would  amend  Sections  6051  and  6103(1) (12)  of  the  Internal 
Revenue  Code,  and  Section  1862(b)  of  the  Social  Security  Act. 
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HCFA  wants  to  obtain  more  timely  information  about 
employers  that  may  be  violating  the  MSP  rules,  by  requiring  the 
Form  W-2  to  indicate  if  an  employee  (and/or  the  employee's 
family)  is  covered  by  a  group  health  plan.   Employers  want  HCFA 
to  propose  a  reporting  system  change  that  will  not  affect  the 
Forms  W-2  for  employees  (and  spouses  and  other  family  members) 
who  are  not  age  65  or  disabled,  and  that  will  provide  more 
accurate  indications  of  any  MSP  violations. 

DISCUSSION; 

The  comments  filed  to  date  on  these  MSP  enforcement 
proposals  (from  large  employer  groups,  IRS  and  SSA)  have 
opposed  both  the  creation  of  new  Form  W-2  boxes  and  the 
creation  of  any  MSP  data  bank.   However,  HCFA  strongly  favors 
its  proposals  and  opposes  less  far-reaching  reporting  schemes. 

Problems  with  HCFA's  Form  W-2  Reporting  Proposal; 

•  This  proposal  vastly  expands  the  function  of  Form  w-2 
far  beyond  its  purpose  of  administration  of  income  and 
FICA  taxes. 

•  The  change  adds  more  information  to  the  Form  W-2  for 
employees  not  affected  by  the  MSP  rules  (i.e.,  where 
both  employee  and  spouse  are  urder  65  and  the  employee 
and  his  family  members  are  not  disabled).   (Employees 
affected  by  MSP  rules  are  a  tiry  percentage  of  the 
workforce. ) 

•  Many  employers  do  not  collect  data  about  current 
health  plan  coverage  in  a  system  compatible  with  Form 
W-2  reporting,  because: 

(1)  Forms  W-2  are  often  filed  by  entities  or 
divisions  without  access  to  current  health  plan 
administration  data,  because  payroll  records 
usually  do  not  include  information  about  the 
health  plan  coverage  that  is  offered  to  (and 
selected  by)  the  employee; 

(2)  Health  plan  years  differ  from  calendar  years,  so 
the  Form  W-2  entry  providing  health  plan 
participation  data  could  change  during  the  year; 
and 

(3)  The  employee's  health  plan  election  could  change 
during  the  year,  so  the  Form  W-2  entry  would  not 
cover  the  full  year's  data. 
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The  proposed  Form  W-2  reporting  provides  HCFA  only 
part  of  the  information  required  to  enforce  the  MSP 
rules.   Because  the  Form  W-2  will  never  (and  cannot) 
provide  names,  ages,  EINs,  or  disability  status  of 
dependents,  HCFA's  costs  of  enforcing  the  MSP  rules 
will  probably  not  decrease,  even  if  the  proposed 
change  were  adopted. 

The  information  required  by  HCFA's  proposal  will  not 
necessarily  prove  that  the  MSP  rules  have  been 
violated.   The  mere  existence  of  a  Form  W-2  showing 
participation  in  a  "group  health  plan"  does  not  mean 
that  the  recipient  (and  his  spcuse  or  any  disabled 
family  member)  must  be  covered  by  Medicare  on  only  a 
secondary  basis.   For  example: 

(1)  Retired  employees  covered  by  retiree  health  plans 
(that  can  legitimately  be  secondary  to  Medicare) 
often  receive  payments  from  former  employers 
(such  as  deferred  compensation,  group  term  life 
insurance,  or  final  paychecks  paid  after 
retirement)  that  must  be  reported  on  a  Form  W-2, 

(2)  Disabled  employees  (or  disabled  family  members  of 
employees)  in  group  health  plans  covering  from  20 
to  99  workers  are  not  subject  to  the  MSP  rules, 
because  the  MSP  rules  for  disabled  workers  apply 
only  to  "large  group  health  plans"  (covering  100 
or  more  workers) . 

In  both  of  the  above  cases.  Medicare  should  cover  the 
employee  and  his  family  on  a  primary  basis,  even 
though  the  employee  received  a  Form  W-2  indicating 
group  health  plan  participation.   However,  HCFA  is 
likely  to  presume  there  is  a  violation  of  the  MSP 
rules,  without  investigating  the  employer  to  obtain 
more  information. 

The  information  provided  will  not  indicate  all  cases 
where  MSP  rules  may  have  been  violated,  because  it 
provides  no  information  on  certain  persons  who  can  be 
treated  as  "active  individuals"  for  whom  Medicare 
should  be  secondary.   For  example: 

(1)   Disabled  divorced  spouses  or  non-dependent 

disabled  children  of  current  employees  who  are 
paying  for  health  care  continuation  under  COBRA 
would  not  be  receiving  Forms  W-2  from  the  health 
plan  provider,  nor  would  their  COBRA  benefits  be 
reported  on  the  employee's  Form  W-2;  and 


Dec.  2-3,  1992  IRP  ADVISORY  COMMITTEE  MEETING        Page  6   of  12 


59 


(2)   Disabled  independent  contractors  (or  their 

disabled  family  members)  who  may  be  participating 
in  a  retiree  health  plan  because  of  a  previous 
employment  relationship  with  the  employer  would 
not  be  receiving  a  current  Form  W-2  from  the 
health  plan  provider. 

In  both  of  the  above  cases,  according  to  the  current 
MSP  regulations,  Medicare  should  cover  the  disabled 
persons  on  a  secondary  basis,  but,  under  the  proposed 
legislation,  it  will  never  receive  a  Form  W-2 
indicating  that  any  violation  of  the  MSP  rules  may 
have  occurred. 


HCFA's  Opposition  to  Alternative  Prcposals: 

•  HCFA  opposes  alternative  inforiiiation  reporting 
proposals  suggested  to  date,  such  as  improved  Form 
5500  filings  for  health  plans,  because:  (1)  the  Forms 
5500  are  filed  many  months  after  Forms  W-2  are  due; 
(2)  DOL/IRS  processing  of  the  Form  5500  data  is  very 
slow  (or  even  nonexistent);  and  (3)  the  processed  data 
is  not  in  a  format  useful  to  HCFA. 

•  HCFA  disagrees  that  a  new  Form  W-2  box  on  health  plan 
data  will  be  difficult  for  any  employers  to  complete. 
Also,  Congressional  staffers  say  that  employers  they 
have  contacted  agree  the  HCFA  proposal  is  "doable." 

•  HCFA  believes  that  its  cost-savings  in  MSP  enforcement 
will  far  exceed  any  incremental  costs  incurred  by 
employers  in  providing  the  data  (although  it  has  not 
documented  in  any  test  program  either  its  cost-savings 
or  employers'  increased  costs). 

RECOMMEHDATIQHS! 

•  Develop  suggestions  for  less  far-reaching  information 
reporting  changes  to  help  HCFA  effectively  administer 
the  MSP  rules.   HCFA's  reporting  needs  can  be  provided 
from  employers  directly  to  HCFA  in  a  more  efficient 
manner,  which  does  not  involve  the  Form  W-2  or  any 
other  wage  statement  or  information  return. 

•  Submit  detailed  information  to  the  sponsors  of  these 
proposed  Form  W-2  changes,  estimating: 

(1)   The  "overkill"  of  the  proposed  information 

reporting  (i.e.,  the  vast  majority  of  Form  w-2 
recipients  are  entirely  unaffected  by  these  MSP 
rules) ; 
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(2)  The  increase  in  employers'  administrative  costs, 
because  of  difficulties  in  collecting, 
coordinating  and  transmitting  the  requested 
health  plan  entries  to  the  Form  w-2  filers, 
including  diversion  of  resources  to  the  building 
and  maintenance  of  data  bases  to  provide  the 
information; 

(3)  The  likely  lack  of  any  reduction  in  HCFA's  costs 
of  administering  the  M£P  lules,  because  of 
problems  for  HCPA  and  SSA  in  processing  the  new 
Form  W-2  information,  and  coordinating  it  with 
Medicare  eligility  and  pajout  records; 

(4)  The  unreliability  of  the  r.ew  Form  w-2  data  as  an 
indicator  of  MSP  violatio.-s  in  many  cases  (e.g., 
where  Forms  W-2  are  sent  to  retired  persons 
covered  by  retiree  health  plans); 

(5)  The  failure  of  the  new  Form  W-2  data  to  reveal 
potential  MSP  violations  in  other  cases  (e.g., 
where  divorced  spouses  or  non-dependent  family 
members  receive  health  benefits);  and 

(6)  The  inadvisability  of  placing  these  kind  of 
information  requirements  on  a  wage  statenent. 


WPPMBH85 
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Attachment  B 


FORM  W-4  AND  W-2  REPORTING  AND  ENFORCEMENT 
OF  CHILD  SUPPORT  OBLIGATIONS 


BACKGROUND : 

The  Commission  on  Interstate  Child  Support,  a  group 
created  by  Congress  to  study  and  report  on  the  child  support 
enforcement  system,  has  recommended  in  a  report  filed  in 
August,  1992,  that  employers  be  required  to  help  enforce  child 
support  obligations,  by  means  of  changes  to  Forms  w-4  and  W-2, 
and  through  expedited  withholding  and  reporting  of  child 
support  payments. 

These  proposed  changes  are  included  in  S.  3291,  a  bill 
introduced  by  Senator  Bradley  on  Oct.  1,  1992  (which  is  likely 
to  be  re-introduced  next  year).   Under  the  bill,  every  new 
employee  filing  a  Form  W-4  would  be  required  to  furnish 
information  on  whether  the  employee  has  any  child  support 
obligations,  whether  the  payment  of  child  support  is  by  income 
tax  withholding,  and  whether  the  new  employee  has  health 
insurance  available.   Employers  would  be  required  to  begin 
withholding  immediately  the  amount  of  child  support  that  the 
new  employee  indicates  is  owed,  and  to  report  on  Form  W-2  the 
amount  of  child  support  withheld  from  ar.  employee.   If  the 
individual  moves  to  another  state,  the  new  state  would  be 
required  to  recognize  and  continue  the  child  support 
withholding  initiated  by  the  first  state.   The  states  (through 
a  broad  information-sharing  network)  will  also  check  and 
cross-check  the  accuracy  of  the  information  provided  by  the 
employees.   This  change  is  a  major  expansion  of  current  state 
laws  which  allow  states  to  attach  wages  and  even  income  tax 
refunds  of  parents  who  are  delinquent  in  child  support 
payments. -1/ 


1/   See  §105  of  S.3291,  138  Cong.  Rec.  S16143-S16161 
(10/11/92).   (A  companion  bill  was  introduced  in  the  House  by 
Rep.  Marge  Roukema.)  The  same  legislation  contains  dozens  of 
other  changes  to  improve  child  support  enforcement  that  are  not 
related  to  wage  withholding  and  information  reporting, 
including  drivers'  license  suspension,  increased  credit 
reporting,  withholding  on  lottery  winnings  and  lawsuit 
settlements,  increased  federal  support  for  state  enforcement 
programs,  expanded  state  long-arm  statutes,  and  mandated 
hospital-based  paternity  acknowledgment  programs. 
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OBJECTIVE: 

Better  enforcement  of  child  support  obligations  is  the 
objective  of  these  proposed  reporting  and  withholding  changes. 
Employers  oppose  expanding  the  tax  withholding  and  information 
reporting  system  to  enforce  non-tax-relited  social  welfare 
goals . 

DISCUSSION: 

Problems  with  Form  W-4  Reporting  and  W-2  Withholding 
Proposal: 

•  This  reporting  change  may  make  it  easier  for  state 
agencies  to  track  down  non-custodial  parents  who  owe 
child  support,  but  it  requires  amendments  to  Forms 
W-2  and  W-4  for  all  workers,  even  though  only  a  tiny 
percentage  of  workers  would  be  affected. 

•  Many  employees  may  not  accurately  complete  the  Form 
W-4,  if  they  either  want  to  avoid  or  are  unaware  of 
their  child  support  obligations. 

•  New  employees  currently  are  not  required  to  complete 
a  Form  W-4.   If  no  Form  w-4  is  filed,  the  employer 
withholds  as  for  a  single  employee  claiming  no 
exemptions. 

•  The  rules  only  require  newly  hired  employees  to 
provide  child  support  information  on  Form  W-4,  so  it 
would  not  affect  states'  enforcement  of  child  support 
obligations  of  any  workers  who  move  without  changing 
jobs  (i.e.,  move  to  a  different  location  of  the  same 
employer) . 

•  New  employees  who  may  not  have  health  insurance 
"available"  until  after  a  waiting  period  will  not 
know  how  to  complete  the  Form  W-4 . 

•  The  rules  also  would  not  apply  at  all  to  independent 
contractors,  so  this  change  would  create  yet  another 
incentive  for  certain  workers  to  ask  to  be  treated  as 
non-employees . 

•  Under  the  proposed  legislation,  would  employers  be 
penalized  by  states  and  possibly  also  by  IRS  agents 
for  failure  to  comply  with  this  child  support 
withholding  requirements?  These  penalties  represent 
another  case  (like  backup  withholding)  where  the 
payor  may  have  to  pay  information  reporting  penalties 
because  of  payee  mistakes,  misinformation  and 
delinquencies. 

Dec.  2-3,  1992  IRP  ADVISORY  COBMITTEE  MEETING    Page  10  of  12 


63 


will  sanctions  be  imposed  on  employees  for  failure  to 
disclose  past-due  child  support  obligations  (similar 
to  the  $50  penalty  for  failure  to  provide  an  accurate 
TIN)?   If  so,  would  employers  be  responsible  for 
imposing  and  collecting  the  penalty  through 
additional  wage  withholding? 


RECOMMENDATIONS : 

"    Drop  the  W-4  and  W-2  proposals  from  Bradley's  bill 

(S.3291),  and  develop  less  fai-reaching  changes  that 
would  enable  employers  to  helc  states  enforce 
delinquent  child  support  obligations,  perhaps  through 
the  current  Form  1-9. 

•    Submit  information  to  Sen.  Bradley  and  Rep.  Roukema, 
estimating: 

(1)  The  "overkill"  of  the  proposed  information 
reporting  (i.e.,  the  vast  majority  of  Form  W-4 
filers  and  W-2  recipients  are  not  affected  by 
these  rules) . 

(2)  The  difficulty  and  expense  for  employers  of 
collecting,  coordinating  and  transmitting  the 
required  information  from  new  employees  (who  may 
not  readily  admit  to  child  support  obligations). 

(3)  The  failure  of  the  new  data  to  track  workers  who 
may  be  delinquent  in  child  support  payments,  but 
who  do  not  file  Forms  W-4  for  any  of  the 
following  reasons: 

•  The  worker  is  an  independent  contractor; 

•  The  worker  has  elected  to  file  no  Form  W-4 
(since  current  law  requires  only  that  new 
employees  complete  an  1-9  form) ;  or 

•  The  worker  has  switched  job  locations  from 
state  to  state  while  working  for  the  same 
employer  (who  retains  a  copy  of  any  prior 
Form  W-4  filing) . 

(4)  The  unfairness  of  imposing  state  or  IRS 
penalties  on  employers  for  information  reporting 
errors  or  failure  to  withhold,  where  the 
employee  has  provided  misinformation  to  the 
employer. 
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(5)   The  administrability  of  alternative  child 

support  enforcement  proposals,  such  as  allowing 
state  child  support  agencies  more  access  to  the 
wage  data  bases  of  state  unemployment  agencies 
(without  any  need  to  involve  employers  in 
collecting  information  from  employees). 


3463m 
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The  ERISA  Industry  Committee 
Statement  for  the  Hearing  Record 

"Faulty  Information  System  Costs  Millions  in  Medicare  Payments" 

Senate  Governmental  Affairs  Committee 
Subcommittee  on  Government  Information  and  Regulation 

April  2,  1993 


The  ERISA  Industry  Committee  (ERIC)'  submits  this  statement,  expressing  its 
members'  concerns  regarding  the  Medicare  Secondary  Payer  program,  for  inclusion  in 
the  record  of  the  hearing  titled  "Faulty  Information  System  Costs  Millions  in  Medicare 
Payments"  held  April  2,  1993  by  the  Senate  Committee  on  Government  Operations, 
Subcommittee  on  Regulation  and  Government  Information. 

Summary 

The  Medicare  Secondary  Payer  (MSP)  data  match  program,  including  the  data 
match  questionnaire  and  related  HCFA  collection  proceedings,  imposes  on  employers' 
health  plans  (and  their  insurers  and  third-party  administrators)  costly  and 
counterproductive  administrative  burdens  exceeded  only  by  requirements  of  the  repealed 
Internal  Revenue  Code  Section  89  nondiscrimination  rules.   While  ERIC  acknowledges 
the  federal  government's  goal  --  to  identify  violations  of  Medicare  secondary  payer  rules 
and  prevent  mispayments  —  ERIC  believes  that: 

•  The  data  match  program  as  implemented  is  unworkable  and  unfairly  burdensome  to 
employers. 

•  The  data  match  program  fails  to  address  the  primary  causes  of  mispayments  or 
prevent  such  mispayments  from  occurring. 


• 


Proposals  to  enhance  the  data  match  by  requiring  employers  to  report  health  plan 
coverage  status  on  employees'  W-2  tax  forms  will  compound  the  burden  on  employers 
while  still  failing  to  address  the  primary  causes  of  the  mispayments. 


'  The  ERISA  Industry  Committee  (ERIC)  is  a  non-profit  employer  association  committed  to  the 
advancement  of  the  employee  retirement,  health  and  welfare  benefit  plans  of  America's  major  employers. 
ERIC  represents  the  employee  benefits  interests  of  more  than  120  of  the  nation's  largest  employers.  As 
sponsors  of  health,  disability,  pension,  savings,  life  insurance,  and  other  welfare  benefit  plans  directly 
covering  approximately  25  million  plan  participants  and  beneficiaries,  ERIC's  members  have  a  strong 
interest  in  the  success  and  expansion  of  the  employee  benefit  plan  system  in  the  private  sector.  All  of 
ERIC'S  members  provide  comprehensive  health  care  coverage  to  their  employees.  Together,  they  provide 
coverage  to  about  10  percent  of  the  U.S.  population. 
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ERIC  urges  Congress  and  the  Administration  to  suspend  operation  of  the  data 
match  questionnaire  and  related  "pay  and  chase"  MSP  collection  activities,  repeal 
authority  to  continue  the  data  match  program,  and  reject  proposals  to  add  new 
requirements  for  reporting  of  health  coverage  status  on  W-2  tax  filings.  Further,  ERIC 
urges  Congress  and  the  Administration  to  address  the  primary  causes  of  mispayments  by 
requiring  HCFA  to  determine  whether  or  not  every  new  Medicare  beneficiary  is  an 
employee  receiving  health  coverage  that  is  subject  to  MSP  requirements  from  an 
employer  at  the  time  they  enroll  in  Medicare,  by  requiring  physicians  and  hospitals  to 
make  reasonable  efforts  to  determine  whether  there  is  employer-provided  coverage  that 
should  pay  primary  before  billing  Medicare,  and  by  prohibiting  physicians  and  hospitals 
from  knowingly  billing  both  employers  and  Medicare  simultaneously  for  the  same 
services  without  indicating  to  Medicare  that  multiple  parties  have  been  billed. 

Employers  Are  Not  the  Cause  of  Most  Mispayments 

According  to  the  General  Accounting  Office,  there  are  two  primary  causes  of 
mistaken  payments  by  Medicare.   The  first  cause  is  patients  who  fail  to  inform  doctors 
or  hospitals  of  the  existence  of  coverage  other  than  Medicare  that  might  pay  primary. 
The  second  cause  is  doctors  or  hospitals  that  bill  both  Medicare  and  an  employer  plan 
for  the  same  services,  without  indicating  to  Medicare  that  an  employer  plan  has  also 
been  billed,  resulting  in  double  payment. 

Neither  of  these  causes  of  mispayments  can  be  controlled  by  employers.   Thus, 
there  is  no  justification  for  the  enormous  administrative  and  cost  burden  placed  on 
employers  by  the  current  MSP  data  match  program,  much  less  the  additional  burden  of 
related  proposals. 

Prinqpal  Flaws  in  the  MSP  Data  Match  Program  and  Questionnaire 

Since  October  1990,  when  ERIC  members  were  first  briefed  about  the  MSP  data 
match  program,  ERIC  has  engaged  in  a  continuing  dialogue  with  Health  Care  Financing 
Administration  staff  regarding  the  data  match  questionnaire  (copy  of  ERIC 
correspondence  attached).   The  purpose  of  this  dialogue  and  our  written  comments  was 
to  improve  the  questionnaire  in  order  to  maximize  the  efficiency  of  the  data  match 
program  and  minimize  the  burden  it  imposed  on  employer  plan  sponsors.   We  regret 
that  ERIC'S  comments  on  improving  the  system  were  not  adequately  or  appropriately 
taken  into  account. 

As  the  MSP  data  match  program  became  operational,  several  fatal  flaws  were 
exposed,  including: 

•      The  MSP  data  match  questionnaire  is  far  more  time-consuming  and  expensive  to 
complete  than  Congress  and  the  Administration  estimated  or  intended. 


• 
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For  each  individual  identified  by  the  MSP  data  match,  employers  must 
expend  clerical  and  claims  review  specialist  time  to  gather,  analyze  and  synthesize 
relevant  employment  and  health  plan  coverage  information.   This  information  is 
generally  recorded  on  paper  rather  than  on  electronic  media,  and  is  generally 
archived  after  a  short  period  of  time.   To  complete  and  certify  the  MSP  data 
match  questionnaire,  employers  must  also  expend  auditor  time  to  verify  the 
accuracy  of  the  data  to  be  reported,  and  attorney  time  to  review  the  certification 
of  the  response. 

When  the  Office  of  Management  and  Budget  approved  the  questionnaire 
for  distribution  to  the  public,  it  did  so  based  on  HCFA's  estimate  that  the 
questionnaire  would  only  take  3  hours  to  complete.   HCFA  has  already  conceded 
in  a  July  12,  1991  Federal  Reeister  notice  that  the  questionnaire  could  take 
between  5  and  30  hours  to  complete.   In  fact,  even  this  revised  estimate 
substantially  understates  the  burden  of  completing  the  form  for  many  employers. 

Many  health  benefit  plan  administrators  conservatively  estimate  the  total 
time  expended  by  clerical  workers,  claims  specialists,  auditors  and  attorneys  to 
compile,  audit,  review  and  certify  the  response  for  each  individual  identified  on 
the  questionnaire  can  easily  take  5  to  30  hours,  especially  when  records  are  not 
kept  on  electronic  media  and  have  been  archived.   Thus,  the  time  required  by 
many  employers  to  complete  a  questionnaire  listing  an  average  number  of 
individuals  will  substantially  exceed  HCFA's  5  to  30  hour  estimate  for  completing 
the  entire  questionnaire. 

The  MSP  data  match  does  not  accurately  target  only  those  individuals  subject  to 
secondary  payer  rules. 

The  working  elderly,  employees  with  end  stage  renal  disease,  and  certain 
disabled  individuals  are  subject  to  Medicare  secondary  payer  requirements,  while 
retirees  and  most  employees  are  not.   Nevertheless,  the  data  match  is  generating 
questionnaires  for  thousands  of  persons  who  are  not  subject  to  secondary  payer 
requirements.   For  example,  the  MSP  data  match  does  not  adequately  take  into 
account  the  fact  that  the  income  reported  on  W-2  tax  forms  is  often  something 
other  than  current  compensation.   Certain  ad  hoc  retirement  payments.  Medicare 
catastrophic  maintenance  of  effort  payments,  and  the  exercise  of  stock  options  all 
resulted  in  income  being  reported  on  a  W-2  rather  than  a  W-2P  tax  form. 
Indeed,  many  of  the  recipients  of  W-2  forms  are  retirees  and  other  former 
employees  who  are  not  covered  by  the  MSP  program. 

As  a  result  of  these  flaws  in  the  data  match  itself,  employers  are  being 
compelled  to  bear  an  extraordinary,  unreasonable  and  expensive  administrative 
burden  of  hours  of  clerical,  claims  specialist,  auditor  and  attorney  time  to 
complete  and  certify  the  questionnaires  for  thousands  of  retirees  and  othtis  just 
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to  prove  that  these  persons  are  not  subject  to  secondary  payer  requirements  to  begin 
with. 

•      The  entire  concept  of  the  questionnaire  is  flawed  since  much  of  the  information 
needed  to  complete  the  MSP  data  match  questionnaire  on  a  retrospective  basis  is 
difficult,  and  often  impossible,  to  obtain. 

The  concept  of  the  MSP  data  match  questionnaire  is  based  on  the 
erroneous  presumption  that  this  information  is  readily  available  and  in  a  form 
that  is  compatible  with  its  intended  use  by  HCFA.   In  fact,  most  of  the  data  to  be 
reported  on  the  questionnaire  must  be  compiled  manually  by  many  companies. 
One  employer  EIN  number  may  cover  facilities  in  multiple  locations  with  no 
centralized  records  of  employment  or  coverage.   Where  on-line  records  exist,  they 
usually  reach  back  no  more  than  18  to  24  months.   If  additional  information  exists 
at  all,  it  generally  is  contained  in  inactive,  archived  materials.   In  cases  of 
corporate  acquisitions  and  dispositions,  the  data  may  no  longer  exist. 

Many  employers  have  never  possessed  all  of  the  information  being 
requested  for  certain  employees  or  their  dependents.  This  is  particularly  true  for 
employees  and  dependents  who  enroll  in  health  maintenance  organizations 
(HMOs)  or  whose  claims  were  processed  under  administrative  services  only 
(ASO)  contracts  since  in  many  such  cases  a  third  party  may  be  responsible  for 
maintaining  records.    It  is  time-consuming  and  extremely  expensive  for  employers 
to  get  this  data  from  their  service  providers,  and  there  are  no  guarantees  about 
what  data  they  will  receive.   Thus,  the  data  match  questionnaire  fails  to  take 
account  of  the  way  the  real  world  works  and  seeks  to  impose  an  unrealistic 
bureaucratic  requirement  on  employers  that  may  well  be  impossible  to  meet. 

Despite  the  best  efforts  of  ERIC  and  others,  it  is  now  clear  that  the  data  match 
program  is  unworkable  in  practice.   Employers  are  being  required  to  provide  information 
in  the  most  inefficient  and  expensive  manner  possible  (on  a  retrospective  "pay  and  chase" 
basis,  years  after  the  claims  were  processed)  solely  because  HCFA  has  failed  for  more 
than  a  decade  to  make  a  reasonable  effort  to  obtain  this  information  in  a  timely 
manner  -  at  the  time  persons  become  eligible  and  are  enrolled  in  Medicare,  or  at  the 
very  least,  at  the  point  of  service  when  physicians,  hospitals  and  beneficiaries  submit 
their  claims. 

ERIC  believes  the  total  cost  to  employers  of  completing  the  questionnaire  will 
offset  much,  if  not  all,  of  any  savings  to  the  Medicare  program  that  the  questionnaire  is 
likely  to  generate.   While  Medicare's  purported  savings  from  the  data  match 
questionnaire  are  reflected  in  the  federal  budget,  employers'  increased  expenses  are 
generally  not  reflected.   (Even  though  this  administrative  burden  will  be  translated  into 
increased  deductible  expenses).  These  employer  expenses  are  quite  real,  however,  even 
if  they  are  not  fully  reflected  in  the  federal  budget.  That  money  would  be  better  spent 
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on  benefits  than  on  increased  administrative  expenses  that  increase  the  cost  of  health 
care,  a  result  that  is  contrary  to  the  President's  stated  intent  to  lower  the  cost  of  care. 

Requiring  Reporting  of  Health  Coverage  Status  on 
W-2s  Will  Only  Compound  Unfair  Burdens  Already  Borne  by  Employers 

Senator  Roth  recently  reintroduced  legislation  (S.285)  to  require  reporting  on 
health  plan  coverage  status  on  W-2  tax  forms  and  the  compilation  of  such  information  in 
a  federal  data  bank  where  it  could  be  cross-referenced  by  government  agencies.  The 
President's  budget  also  contains  a  similar  proposal.   Each  proposal  suffers  from  major 
problems,  including: 

•  Employers  already  bear  an  enormous  administrative  burden  attempting  to  submit 
W-2  tax  filings  in  a  timely  manner  in  order  to  avoid  hefty  penalties  for  late  filing. 
Adding  the  burden  of  reporting  health  care  coverage  status  on  the  W-2  ~  when 
most  employers  do  not  currently  maintain  health  plan  enrollment  and 
participation  information  in  an  electronic  form  that  allows  it  to  be  easily  and 
quickly  tabulated  and  reported  -  could  cause  many  employers  to  incur  late  filing 
penalties. 

•  The  vast  majority  of  employees  are  not  subject  to  MSP  rules.   Only  a  fraction  of 
the  information  reported  by  employers  on  W-2  forms  would  actually  be  used  by 
Medicare. 

•  Although  W-2  reporting  would  substantially  increase  employers'  burdens  (as  well 
as  increase  federal  government  expenses  to  collect  and  make  use  of  the  data),  it 
will  provide  HCFA  with  insufficient  information  to  detect  many  mispayments. 

ERIC  believes  W-2  reporting  inappropriately  focuses  on  employers  in  an  effort  to 
reclaim  mistaken  payments  even  though  employers  were  not  the  cause  of  the 
mispayments  in  the  first  place.   Moreover,  the  information  obtained  from  employers  will 
not  be  timely  in  many  cases  because  it  will  be  reported  after  additional  coverage  changes 
occur.   ERIC  believes  that  W-2  reporting  proposals  -  like  the  current  MSP  data  match 
questionnaire  -  unfairly  burden  employers  while  failing  to  address  the  primary  causes  of 
Medicare  mispayments. 

ERIC  Urges  Congress  and  the  Administration  to 
Address  the  Problem  at  Its  Source 

ERIC  believes  the  goal  of  reducing  inappropriate  Medicare  primary  payments  can 
be  achieved  much  more  efficiently  by  prospective  identification  of  overlapping  Medicare 
and  private  coverage.   This  means  ensuring  that  HCFA  take  responsibility  for  its  own 
programs  and  determine  whether  or  not  every  new  Medicare  beneficiary  has  employer- 
provided  coverage  as  an  employee  or  dependent  of  an  employee  at  the  time  they  enroll  in 
Medicare,  requiring  physicians  and  hospitals  to  make  reasonable  efforts  to  determine 
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whether  there  is  employer-provided  coverage  that  should  pay  primary  before  billing 
Medicare,  and  prohibiting  physicians  and  hospitals  from  knowingly  billing  both  employers 
and  Medicare  simultaneously  for  the  same  services  without  indicating  to  Medicare  that 
multiple  parties  have  been  billed. 

Legislation  taking  this  kind  of  prospective  approach  (H.R.  3837)  was  introduced 
in  the  102nd  Congress  and  represents  a  reasonable  starting  point.   It  should  be  reviewed 
in  detail  by  the  Committee,  Congress  and  the  Administration  before  any  consideration  is 
given  to  continuing  or  reauthorizing  the  current  MSP  data  match  or  requiring  reporting 
of  health  coverage  status  on  W-2s.   Further,  HCFA  should  be  urged  to  publish  workable 
final  regulations  clarifying  the  definition  of  "employee"  as  it  relates  to  disabled  workers  -- 
a  major  source  of  confusion  in  the  MSP  rules.   Simply  shifting  costs  to  employers  to  pay 
for  HCFA's  failure  to  address  the  problem  at  its  source  is  not  the  answer. 

These  issues  are  not  unique  to  Medicare.  Ultimately  they  must  be  answered  in 
the  context  of  comprehensive  health  care  system  reform.  It  is  premature  to  talk  about 
adding  new  reporting  burdens  when  reform  could  require  further  changes  to  employer 
reporting  efforts. 

Even  though  it  is  more  appropriate  to  resolve  these  issues  as  part  of 
comprehensive  reform,  we  realize  that  an  unworkable  MSP  data  match  program  is 
currently  in  place  while  consensus  for  reform  has  not  been  reached.  Therefore,  we  are 
prepared  to  work  with  Congress  and  the  Administration  now  to  develop  an  appropriate 
program  that  meets  the  Medicare  program's  needs  without  unreasonably  burdening 
employer  plan  sponsors. 


C:\A\W\M\93035 
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Committee 


January  10,  1991 


Mark  Thomas 

Director,  Division  of  Operational  Initiatives 

U.S.  Department  of  Health  and  Human  Services 

Health  Care  Financing  Administration 

Bureau  of  Program  Operations,  300  ME 

6325  Security  Boulevard 

Baltimore,  MD  21207 

Dear  Mr.  Thomas: 

Enclosed  are  The  ERISA  Industry  Committee's  preliminary 
comments  on  the  draft  Medicare  Secondary  Payer  (MSP)  data 
collection  questionnaire.   These  comments  were  compiled  from 
the  responses  provided  by  the  members  of  an  ERIC  task  force 
specially  organized  to  review  the  draft  questionnaire. 

Before  discussing  the  questionnaire  itself,  I  would 
like  to  emphasize  ERIC's  objection  to  the  30-day  statutory 
deadline  for  response  to  the  questionnaire.   ERIC  believes 
both  the  Congress  and  the  Administration  have  seriously 
underestimated  the  time  and  expense  required  to  collect  this 
type  of  information.   The  deadline  is  based  on  the 
misperception  that  this  information  is  readily  available  and 
in  a  form  that  is  compatible  with  its  intended  use.   Most  of 
this  data  must  be  compiled  manually.   If  it  exists  at  all, 
it  is  contained  in  inactive,  archived  data  bases.   A 
certification  must  accompany  the  questionnaire.   Therefore, 
employer  responses  will  be  subject  to  internal  data  audits 
and  review  by  legal  counsel  before  submission  to  HCFA.   Task 
force  members  agreed  that  it  will  be  virtually  impossible  to 
provide  accurate  and  complete  information  within  the  30-day 
period. 

Unfortunately,  HCFA  has  compounded  these  problems  in 
several  respects.   The  questionnaire  asks  for  information 
that  is  inconsistent  with  how  employer  health  benefit  plans 
are  operated  and  how  plan  data  is  managed.   Further,  plan 
sponsors  have  not  had  an  opportunity  to  review  the 
questionnaire  with  its  accompanying  instructions.   Thus, 
there  remains  significant  confusion  among  employers  about 
the  data  request.   This,  in  turn,  hampers  their  ability  to 
plan  for  the  data  collection.   These  and  related  issues  are 
discussed  in  detail  in  the  accompanying  task  force  comments. 
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From  the  beginning,  ERIC  believed  that  the  amount  of 
projected  savings  to  the  Medicare  program  to  be  generated  by 
this  data  collection  were  exaggerated.   Planning  for  the 
questionnaire  has  proceeded  nonetheless.   Task  force  members 
agreed  that  if  employers  must  engage  in  this  exercise,  it 
should  at  least  be  carried  out  in  the  most  efficient  manner 
possible.   Because  of  the  disproportionate  time  and  expense 
required  to  respond  to  the  questionnaire,  they  want  to  do  it 
right  the  first  time. 

Therefore,  the  task  force  compiled  a  list  of 
recommended  changes  to  the  questionnaire  itself,  and 
requested  clarifications  for  inclusion  in  the  instructions 
to  the  questionnaire.   In  addition,  ERIC  strongly  urges  HCFA 
to  take  three  actions  before  the  distribution  of  the  actual 
MSP  questionnaires  to  plan  sponsors. 

1.  HCFA  should  publish  the  final  questionnaire  and  its 
accompanying  instructions  in  the  Federal  Register  at 
least  90  days  before  mailing  it  to  individual  plan 
sponsors. 

2.  HCFA  should  set  up  a  formal  process  by  which  an 
employer  can  designate  a  single  location  to  receive  all 
data  requests  associated  with  a  list  of  employer 
identification  numbers  (EINs) .   This  will  allow  the 
benefit  data  related  to  those  specified  EINs  to  be 
processed  directly  through  a  central  location. 

3.  HCFA  should  set  up  a  formal  process  for  applications 
for  extension  of  the  30-day  deadline. 

ERIC  believes  these  three  recommendations  are  essential  to 
assuring  the  accuracy  of  the  information  to  be  reported. 
Informal  procedures  and  guidance  are  not  enough  to  protect 
plan  sponsors  from  legal  liability  if  they  are  unable  to 
respond  by  the  statutory  deadline. 


Mark  Ug 

President 
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ERIC  MEDICARE  SECONDARY  PAYER  TASK  FORCE  COMMENTS  ON 
PROPOSED  HCFA  DATA  REPORTING  QUESTIONNAIRE 


1.    Technical  Comments  About  the  Questionnaire. 

ERIC  believes  projected  Medicare  program  savings  do  not 
justify  the  disproportionate  time  and  expense  required  to 
respond  to  this  questionnaire.   If  employers  must  engage  in 
this  exercise,  however,  it  is  in  their  interest  to  improve 
the  questionnaire  where  possible.   It  is  also  in  their 
interest  that  HCFA  conduct  this  data  collection  as 
efficiently  as  possible.   Therefore,  the  task  force  compiled 
a  list  of  recommended  changes  to  the  questionnaire  itself. 
The  task  force  also  requested  that  certain  unresolved  issues 
and  undefined  terms  be  addressed  in  the  questionnaire's 
instructions . 

Task  force  members  identified  several  problems  with  the 
wording  and  design  of  the  draft  questionnaire.   Among 
concerns  raised  by  the  task  force  members  were  the 
following. 

(a)  Cover  letter  accompanying  the  questionnaires,  fifth 
paragraph. 

This  paragraph  states  that  the  enclosed  questionnaire 
will  ask  for  certain  information,  including  the  names 
and  addresses  of  health  plans.   ERIC  recommends  that 
the  address  refer  to  the  location  where  claims  for  the 
individual  are  filed,  not  the  address  of  the  plan 
itself.   This  will  avoid  misdirection  of  inquiries  to 
corporate  offices  that  do  not  actually  handle  claims. 

(b)  Short  form  item  3  and  Long  form  Part  I ,  item  3 . 

Both  items  refers  to  "a  multi  or  multiple  employer 
group  health  plan."   ERIC  recommends  that  these  terms 
be  defined  in  the  instructions.   Similar  terms  are  used 
in  different  contexts.   For  example,  under  the  Employee 
Retirement  Income  Security  Act  (ERISA)  "multiemployer 
plan"  and  "multiple  employer  welfare  arrangement"  are 
defined  by  statute  and  case  law.   To  avoid  confusion, 
the  instructions  must  clarify  how  "multi  or  multiple 
employer  group  health  plans"  differ  from  the  terms 
defined  by  ERISA. 

(c)  Long  form  Part  II.  generally. 

The  form  is  designed  to  accommodate  reporting  by  a 
single  employer  with  a  single  employer  identification 
number  (EIN)  that  sponsors  several  group  health  plans. 
Among  many  large  employers,  however,  it  is  common  for 
several  divisions  or  subsidiaries  to  participate  in  the 
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same  plan.  Each  may  have  its  own  EIN.  As  designed, 
there  is  no  practical  way  to  combine  reports  in  such 
instances. 

(d)  Long  form  Part  II.  column  headings. 

Employers  number  their  health  plans  for  reporting  and 
disclosure  purposes  under  ERISA.   There  is  some 
confusion  whether  the  column  heading  "GHP  ID  Number  or 
Code"  refers  to  this  ERISA  plan  number  or  some  other 
identification  number.   ERIC  recommends  that  this  issue 
be  addressed  in  the  instructions. 

The  intended  entry  under  the  column  headed  "Type,  of 
GHP"  is  unclear,   ERIC  recommends  the  use  of  a  list  of 
codes  representing  a  range  of  plan  types.   Each  code 
must  be  clearly  defined  to  assure  consistency  of 
responses.   The  list  must  also  be  comprehensive  to 
describe  accurately  the  innovative  arrangements  used  by 
large  employers  to  respond  to  employee  needs. 

(e)  Long  form  Parts  II  and  III,  generally. 

It  is  not  immediately  clear  how  Part  II  and  Part  III 
relate  to  one  another.   ERIC  recommends  that  an  express 
statement  be  added  to  the  form.   It  should  say  that 
Part  II  is  tied  to  Part  III  by  the  use  of  common  GHP 
report  numbers.   These  GHP  report  numbers  appear  in  the 
first  column  of  the  matrix  in  Part  II  and  the  second  to 
last  column  in  Part  III  item  6.   The  connection  was  not 
obvious  to  several  task  force  members.   Because  the 
data  reported  in  Part  II  is  dependent  on  the  answers  to 
items  in  Part  III,  the  order  in  which  Parts  II  and  III 
appear  adds  to  the  confusion. 

(f )  Long  form  Part  III,  items  1  through  6. 

The  design  of  the  employment  items  (1  through  3)  and 
coverage  items  (4  through  6)  is  not  sufficiently 
flexible.   For  example,  item  2  asks  for  a  single  date 
on  which  employment  was  terminated.   Some  individuals 
could  have  several  start  and  stop  dates,  however.   In 
addition,  items  4  through  6  fail  to  distinguish  between 
elections  made  by  employees  and  actual  coverage  under  a 
plan.   Employers  frequently  only  have  information  about 
elections.   Finally,  the  form  does  not  address  how 
COBRA  continuation  coverage  is  to  be  treated  in  items  1 
through  6. 

ERIC  recommends  that  the  questions  be  redesigned  to 
make  these  important  distinctions.   As  an  alternative, 
the  instructions  must  discuss  these  and  similar 
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situations  in  detail.   Task  force  members  were 
particularly  anxious  for  specific  guidance  on  how  to 
respond  to  these  items  for  persons  electing  COBRA 
continuation  coverage. 

(g)   Long  form  Part  III,  item  6  column  headings. 

The  columns  under  "Persons  Covered"  does  not  include  a 
needed  subheading.   Many  employers  provide  only  two 
coverage  options  under  their  plans:  single  and  family. 
Thus,  they  can  not  respond  to  specific  coverage 
questions  about  spouses  and  dependents.   ERIC 
recommends  that  a  "Family"  subheading  be  added. 

There  is  also  confusion  about  the  "Policy  Number" 
heading.   Many  employers  self-insure;  therefore,  their 
plan  itself  may  have  no  policy  number.   If  they  self- 
insure,  they  may  have  stop-loss  insurance,  however. 
ERIC  recommends  that  the  instructions  say  whether  a 
policy  number  for  stop-loss  coverage  should  be  reported 
in  these  situations. 

Task  force  members  also  seek  clarification  about  any 
differences  between  current  individual  HCFA  MSP  requests  and 
the  historical  data  on  the  questionnaire.   If  the  intent  is 
that  the  historical  data  is  to  include  different  information 
or  to  be  reported  in  a  different  manner  than  ongoing  data 
requests,  this  should  be  highlighted  in  the  instructions. 
Otherwise  a  significant  number  of  errors  will  result. 

To  date,  relatively  little  enthusiasm  or  interest  has 
been  expressed  about  electronic  filing.   Since  most  of  this 
data  must  be  compiled  manually,  there  is  little  apparent 
advantage  to  electronic  filing. 


2.    Legal  and  Administrative  Issues  Raised  by  the 
Certification  Requirement. 

Several  members  said  that  because  the  accuracy  of  the 
information  to  be  reported  must  be  certified,  any  response 
must  be  reviewed  by  their  legal  counsel  before  being  sent  to 
HCFA.   Some  have  also  been  advised  that  an  internal  audit  of 
the  information  reported  on  the  questionnaire  will  have  to 
be  conducted  before  the  data  can  be  sent  to  HCFA.   Many 
unresolved  issues  remain  concerning  the  certification 
requirement. 

(a)   Among  issues  identified  by  task  force  members  were:  who 
legally  can  or  should  certify  the  data  provided, 
whether  data  from  inactive  and  inaccurate  data  bases 
can  ever  be  certified,  and  how  the  standard  of  care 
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imposed  on  a  plan's  certifying  officials  is  affected  by 
the  phrase  "to  the  best  of  my  knowledge."   ERIC 
recommends  that  HCFA  provide  express  guidance  about 
these  and  related  issues  in  the  instructions,  or  in 
regulations  when  appropriate. 

(b)  Several  task  force  members  noted  that  the  data  they 
have  is  limited  to  evidence  of  enrollment,  not  actual 
participation.   Therefore,  they  are  uncertain  how  or 
whether  they  can  legally  certify  the  accuracy  of  data 
that  is  in  the  possession  of  service  providers  under 
contract.   ERIC  recommends  that  HCFA  provide  express 
guidance  about  these  and  related  issues  in  the 
instructions,  or  in  regulations  when  appropriate. 

(c)  It  is  unclear  who  is  legally  responsible  to  respond  to 
and  certify  the  accuracy  of  questionnaires  about 
persons  associated  with  the  plans  of  divisions  or 
subsidiaries  that  have  been  bought,  sold,  or  merged 
during  the  period  for  which  information  is  requested. 
For  example,  who  is  liable  for  providing  data  about  the 
employees  of  a  wholly-owned  subsidiary  that  was 
recently  bought  by  a  corporation?   Is  the  corporation 
liable  even  if  the  subsidiary  was  not  owned  by  the 
corporation  during  the  period  for  which  the  data  is 
being  requested?   A  similar  issue  exists  for  a 
subsidiary  which  was  owned  during  the  years  in  question 
but  is  no  longer  owned  by  the  corporation.   ERIC 
recommends  that  HCFA  provide  express  guidance  about 
these  and  related  situations  in  the  instructions,  or  in 
regulations  when  appropriate. 


3 .    Feasibility  of  Providing  an  Accurate  and  Complete 

Response  Within  the  Required  30-day  Time  Constraint. 

Virtually  all  task  force  members  agreed  that  30  days  is 
not  enough  time  to  provide  accurate  and  complete  responses. 
They  cited  several  reasons  for  their  conclusion. 

(a)   There  is  no  guarantee  that  the  questionnaires  will  be 
received  in  a  timely  manner  by  the  responsible  company 
official.   For  example,  many  of  ERIC's  members  have 
several  divisions  or  subsidiaries  that  have  separate 
EINs.   The  health  plan  data  in  question,  however,  is 
often  maintained  in  a  single  centralized  location. 
HCFA  has  not  provided  a  formal  process  by  which  members 
can  identify  a  single  location  which  is  to  receive  all 
data  requests  associated  with  a  specified  list  of  EIN 
numbers. 
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(b)  None  of  our  responding  members  routinely  maintain  all 
the  information  being  requested  in  active  data  bases. 
Where  on-line  data  exists,  it  usually  reaches  back  no 
more  than  18  to  24  months.   Most  such  records  will  have 
to  be  compiled  by  manual  searches  of  archived 
materials. 

(c)  Often,  employers  have  never  possessed  all  of  the 
information  being  requested  for  certain  employees  or 
their  dependents.   Two  examples  include  enrollees  in 
health  maintenance  organizations  (HMOs)  and  persons 
whose  claims  were  processed  under  administrative 
services  only  (ASO)  contracts.   In  such  cases,  what 
plan  a  worker  elected  is  frequently  the  only 
information  the  plan  sponsor  has.   This  means  employers 
can  not  directly  determine  whether  the  worker  actually 
enrolled  in  the  plan  elected.   Responding  members  noted 
that  it  will  be  time-consuming  and  extremely  expensive 
to  get  this  data  from  their  service  providers.   There 
are  no  guarantees  about  what  data  they  will  receive. 

(d)  The  time  during  the  year  when  the  data  request  is  made 
is  critical  to  the  ability  of  individual  plan  sponsors 
to  respond  within  30  days.   For  example,  most  members' 
payroll  and  benefits  data  processing  capacity  is 
consumed  during  December  and  January  preparing  year-end 
tax  filings  such  as  W-2  forms.   In  the  mean  time,  other 
projects  are  being  delayed.   Few  employers  will  have 
significant  data  processing  capacity  available  until 
the  second  quarter  of  the  calendar  year  to  respond  to 
this  data  request. 

(e)  Providing  too  little  time  to  process  the  questionnaire 
means  that  efforts  to  meet  the  deadline  will  compromise 
the  accuracy  of  the  information  reported.   Some  members 
noted  that  they  would  prefer  not  to  receive  all  data 
requests  simultaneously,  because  it  would  overload 
their  data  processing  capacity.   Others  said  that 
unless  the  data  requests  are  all  processed  together, 
the  consistency  of  the  responses  would  suffer. 
Internal  audits  and  legal  reviews  required  by  the 
certification  will  enhance  accuracy  and  consistency, 
but  they  further  increase  the  time  pressure  resulting 
from  the  30-day  deadline. 

ERIC  believes  that  HCFA  must  address  these  feasibility 
concerns  if  it  intends  to  preserve  the  integrity  of  the  data 
collection  process.   In  particular,  HCFA  must  take  the 
following  actions  before  the  actual  questionnaire  is 
distributed  to  plan  sponsors. 
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(1)  Because  plan  sponsors  have  not  yet  had  an  opportunity 
to  review  the  questionnaire  with  its  accompanying 
instructions,  HCFA  should  publish  the  final 
questionnaire  and  its  accompanying  instructions  in  the 
Federal  Register  at  least  90  days  before  mailing 
questionnaires  to  individual  plan  sponsors.   This  will 
enable  plan  sponsors  to  seek  guidance  about  questions 
that  remain  unanswered  by  the  instructions  before 
receiving  the  questionnaires  with  only  30  days  to 
respond. 

(2)  HCFA  should  set  up  a  formal  process  by  which  a  single 
location  can  be  identified  to  receive  all  data  requests 
associated  with  specified  EINs  for  processing  through 
that  location.   Informal  procedures  and  guidance  are 
not  enough  to  protect  respondents  from  legal  liability 
if  they  are  unable  to  meet  the  deadline  because  the 
questionnaire  was  not  routed  in  a  timely  manner. 

(3)  HCFA  should  set  up  a  formal  process  for  applications 
for  extension  of  the  30-day  deadline.   For  many  reasons 
outlined  above,  a  response  time  greater  than  3  0  days  is 
essential  to  assuring  the  completeness  and  accuracy  of 
the  information  reported. 
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ADDITIONAL  QDESTIONS 

SENATE  SUBCOMMITTEE  ON  REGULATION 
AND  GOVERNMENT  INFORMATION 


Senator  Lieberman 

l.a.  What  proportion  of  the  working  population,  that  is  those 
persons  receiving  a  W-2  form,  are  eligible  for  Medicare? 

Answer  -  In  a  given  year,  about  150  million  W-2  forms  are 
filed  with  the  Internal  Revenue  Service  (IRS) . 

Based  on  our  initial  match  involving  tax  and  W-2  data  from 
1987,  1988  and  1989,  we  believe  that  in  a  typical  year  about 
5.5  million  of  these  individuals,  or  3.7  percent,  are  either 
eligible  for  Medicare,  or  are  married  to  a  beneficiary. 

l.b.  Is  that  the  proportion  of  the  information  collected  that  is 
actually  of  use  for  identifying  primary  payers? 

Answer  -  It  is  necessary,  as  a  first  step  in  our  data  match 
process,  for  us  to  identify  the  individuals  who  are  eligible 
for  Medicare  or  who  are  the  spouse  of  a  beneficiary. 
However,  our  process  does  not  stop  there.   We  have  to 
identify  which  of  these  individuals  are  not  subject,  for 
various  reasons,  to  the  MSP  provisions.   This  situation  can 
arise  for  the  following  types  of  reasons: 

o     the  employer  of  an  identified  individual  does  not  offer 
health  insurance; 

o    the  employer  is  exempt  from  the  MSP  provisions  because 
it  is  a  small  employer;  or, 

o     the  employee  does  not  qualify  for  the  employer's  health 
plan  for  some  reason. 

Ultimately,  we  identified  1.5  million  individuals  subject  to 
the  MSP  provisions  through  our  initial  data  match.   This 
translates  into  about  4  percent  of  all  beneficiaries.   The 
potential  dollars  involved  are  substantial. 

We  must  be  clear  that  the  Administration's  budget  proposal, 
when  implemented,  would  involve  many  more  individuals, 
because  the  proposed  clearinghouse  would  serve  many  federal 
programs  other  than  Medicare. 
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-2- 

W-2  forms  are  filed  by  employers  in  January  for  the 
preceding  calendar  year.   How  long  will  it  be  before  the  W-2 
forms  for  a  given  year  are  available  to  HCFA? 

Answer  -  The  IRS  is  able  to  process  most  of  the  W-2  forms 
and  furnish  with  us  with  a  file  by  October.   The  IRS  is  also 
able  to  perform  data  entry  and  initial  processing  of  most 
tax  returns  in  this  timeframe.   We  actually  use  tax  return 
data  before  we  use  W-2  data  in  the  match  process.   This  is 
because  we  first  have  to  match  Medicare's  enrollment  files 
against  tax  return  data  in  order  to  identify  beneficiary 
spouses  who  may  be  working. 

Once  the  W-2  forms  are  available  to  HCFA,  how  long  will  it 
be  before  they  are  matched  to  Medicare  claims  and  the 
appropriate  foirms  generated? 

Answer  -  It  is  somewhat  unclear  as  to  what  is  meant  by 
"appropriate  forms."   The  following  timeline  has  typically 
applied  to  the  major  steps  of  our  data  match  process: 


o    W-2s  filed 

o    Tax  deadline 

o    W-2s/Tax  data  ready 

o    Medicare  enrollment 
files  matched  to  tax 
data  (spousal  links 
developed) 

o    Bene/spousal  data 

matched  to  W-2  earnings 
data 

o    Initial  questionnaires 
mailed  to  employers 

o    Detailed  questionnaires 
mailed  to  employers; 
follow-up  activity 
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o    Questionnaire  data 
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We  have  to  stress  that  these  timeframes  are  based  on  the 
current  IRS  and  SSA  processes,  and  the  current  structure  of 
the  W-2  form.   If  a  health  insurance  indicator  were  to  be 
added  to  the  W-2  form,  the  questionnaire  process  would  be 
streamlined,  in  that  we  would  not  have  to  verify  with 
employers  whether  they  offer  health  insurance  or  not. 

4. a.  Will  the  information  on  the  W-2  tell  HCFA  who  the  primary 
payer  should  be?   If  not,  how  will  that  information  be 
collected? 

Answer  -  The  Administration  proposal  would  require  only  that 
the  employer  indicate  whether  or  not  it  offered  health 
insurance  coverage  and  whether  or  not  the  employee  selected 
individual  or  family  coverage.   To  identify  specifically  who 
the  insurer  is,  the  clearinghouse  administrator  would  have 
to  obtain  further  information  from  the  employer  through  a 
questionnaire  process.   This  parallels  what  we  do  in  the 
current  Medicare  data  match  process. 

4.b.  What  is  the  burden  estimate  for  collecting  that  information? 
How  long  will  it  take  before  HCFA  receives  an  indication  of 
who  the  primary  payer  should  have  been? 

Answer  -  No  burden  estimate  has  been  developed  for  the 
Administration  proposal.   Our  burden  estimate  for  the 
initial  Medicare  data  match  (tax  years  1987,  1988,  and  1989) 
involved  the  following  figures: 

o     #  employers  contacted  983,352 

o     #  employees  involved     approx   8,900,000 

o    paperwork  burden  hours  3,293,450 

We  have  found  that  many  small  employers  have  responded  to 
our  questionnaires  within  30  days.   It  has  typically  taken 
larger  companies  more  time  to  respond. 

5.    Given  the  lags  identified  in  questions  2-4,  if  this 

information  is  collected  on  the  W-2  forms  for  1993,  what  is 
the  length  of  time  between  a  claim  being  paid  in  January 
1993  and  HCFA  knowing  from  this  information  who  the  primary 
payer  should  have  been? 

Answer  -  In  this  instance,  we  are  talking  about  cases  where 
Medicare  fails  to  identify  other  payer  involvement  when  it 
processes  a  claim  in  January  1993,  and  it  does  not  find  out 
about  the  mistaken  payment  (through  some  other  mechanism) 
until  a  data  match  is  performed  on  1993  tax  and  W-2  data. 
In  these  cases,  HCFA  would  probably  not  know  who  the  primary 
payer  should  have  been  until  mid-to-late  1995. 
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6. a.  Is  it  possible  for  this  system  to  identify,  with  certainty, 
whether  or  not  an  individual  has  employer  based  health  care 
at  the  time  a  claim  is  filed?   In  other  words,  if  a  claim  is 
filed  in  January  1995,  will  this  system  tell  you  if  the 
individual  has  employer  based  insurance  in  January  1995? 

Answer  -  We  currently  update  beneficiary  records  in  our 
common  working  file  with  information  received  through  the 
IRS/SSA/HCFA  data  match  in  order  to  prevent  future  mistaken 
payments.   In  the  present  example,  if  a  match  performed  on 
data  from  1992  or  some  earlier  year  enabled  us  to  identify  a 
beneficiary  with  insurance,  and  the  employer  informed  us 
that  the  coverage  was  ongoing,  then  we  could  ensure  that  no 
mistaken  payment  was  made  in  January  1995. 

This  method  will  not  enable  us  to  prevent  mistaken  payments 
in  January  1995  if: 

o  the  beneficiary  was  a  relatively  new  beneficiary  and 
was  not  included  in  a  match  of  1992  data  or  previous 
match; 

o     the  beneficiary/spouse  was  not  working,  or  did  not  have 
insurance  through  the  employer,  when  the  earlier 
matches  were  performed,  but  subsequently  began  to  work 
or  began  to  be  covered  under  the  employer's  health 
plan;  or, 

o    the  employer  previously  mis-reported  to  us  that  the 
employee  did  not  have  insurance  (rare). 

In  short,  a  system  that  relies  on  matching  enrollment  data 
with  W-2  information  is  helpful.   However,  because  there  is 
an  inherent  lag  in  collecting  W-2  and  tax  data,  such  a 
system  is  not  100  percent  reliable  in  preventing  mistaken 
payments . 

6.b.  If  not,  what  is  your  estimate  of  legitimate  claims  that  will 
be  rejected? 

Answer  -  We  are  not  quite  sure  what  the  question  means.   The 
lag  in  collecting  and  matching  W-2  data  that  was  discussed 
earlier  can  cause  mistaken  Medicare  payments.   Generally, 
the  lag  does  not  result  in  the  "rejection"  of  legitimate 
claims . 

When  our  records  show  that  a  beneficiary  has  other  health 
insurance,  but  the  beneficiary's  status  has  changed,  we  have 
well-established  and  prompt  procedures  for  correcting  the 
beneficiary's  file,  once  the  matter  is  brought  to  our 
attention. 
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7. a.  What  is  the  probzOjility  that  a  person  working  in  X993  and 
eligible  for  Medicare  will  still  be  working  in  1994?   What 
is  the  probability  that  they  will  be  working  in  1995? 

Answer  -  We  cannot  say  for  sure,  because  the  data  match 
process  is  still  relatively  new.   We  can  provide  the 
following  statistics  based  on  the  match  with  data  from  tax 
years  1987,  1988,  and  1989,  and  the  information  provided  by 
employers  with  respect  to  individuals  identified  by  the 
match : 

o     Of  the  beneficiaries/spouses  who  were  working  in  either 

1987  or  1988,  sixty  (60)  percent  of  these  individuals 
were  working  for  the  same  employer  a  year  later  (in 

1988  or  1989,  as  the  case  may  be). 

o    Of  the  beneficiaries/ spouses  who  were  working  in  1987, 
twenty-nine  (29)  percent  were  working  for  the  same 
employer  in  1989. 

o     Of  the  beneficiaries/spouses  who  were  working  and  had 
employment-related  coverage  in  1989,  twenty-five  (25) 
percent  still  had  this  coverage  at  the  time  their 
employer  submitted  a  data  match  questionnaire  in  1992. 

7.b.  If  theso  probabilities  are  low,  what  is  the  value  of 

insurance  coverage  information  collected  on  the  1993  W-2  and 
available  to  HCFA  in  1995  for  predicting  whether  or  not  a 
claim  in  1995  should  be  paid? 

Answer  -  Our  query  to  the  employer  is  triggered  by  a  match 
of  Medicare  enrollment  data  with  IRS  tax  information 
and  W-2  data.   However,  our  questionnaire  (sent  to  the 
employer,  in  the  present  example,  in  early  1995)  asks  for 
detail  on  all  periods  of  coverage  through  the  date  the 
employer  completes  the  form.   So,  if  an  employer  says  that  a 
specific  individual  continues  to  receive  coverage,  we  can 
rely  on  that  information.   Conversely,  if  an  employer  says 
that  the  coverage  has  ended,  we  can  rely  on  that  information 
in  processing  1995  claims. 

For  over  a  year  now,  our  systems  have  been  preventing  more 
than  $1  million  per  month  in  mistaken  payments  as  a  direct 
result  of  our  initial  data  match  project  (done  using  data 
from  tax  years  1987,  1988  and  1989).   These  savings  are  over 
and  above  what  we  could  save  in  "up  front"  identification  of 
MSP  situations  if  there  were  no  data  match. 
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8. a.  Do  employers  currently  keep  health  insurance  coverage 

information  on  all  individuals  who  worked  for  them  at  any 
time  during  the  year? 

Answer  -  Employers  should  already  be  keeping  this  data  for  a 
number  of  reasons.   First,  sound  business  practice  dictates 
that  an  employer's  payroll  system  keep  this  information  - 
when  the  insurer  sends  the  employer  a  premium  bill,  the 
employer  will  need  to  know  if  the  bill  is  correct.   Second, 
the  IRS  will  expect  the  employer  to  be  able  to  document  its 
health-insurance  related  expenses  if  the  IRS  audits  the 
employer's  tax  return.   Tax  records  should  be  kept  for  at 
least  6  years.   Third,  we  believe  this  data  is  needed  by 
some  employers  to  document  ERISA  compliance.   These  are  a 
few  of  the  reasons  this  type  of  data  is  maintained  by 
employers. 

8.b.  What  are  the  burden  and  cost  estimates  for  developing  the 
information  systems  necessary  to  provide  the  appropriate 
information  on  the  W-2  forms? 

Answer  -  We  have  not  developed  a  burden  estimate  at  this 
time.   However,  compliance  with  this  type  of  requirement 
should  not  be  a  major  burden  for  the  private  sector.   As 
discussed  above,  the  data  itself  should  be  readily 
available.   Small  employers  should  be  able  to  comply  by 
manually  annotating  the  W-2  form  for  their  employees. 
Larger  employers  should  be  able  to  comply  by  programming 
simple  changes  into  their  payroll  systems. 

9.    If  the  burden  and  cost  estimates  are  not  available,  how  do 
you  justify  implementing  this  proposal  without  them? 

Answer  -  We  do  not  believe  that  the  Administration  proposal 
in  question  imposes  a  significant  private  sector  burden. 
And,  while  employers  would  have  to  annotate  the  W-2  form 
with  a  health  insurance  indicator,  other  burdens  would  be 
reduced.   For  instance,  employers  that  do  not  offer  health 
insurance  would  not  have  to  respond  to  our  questionnaire. 

We  would  not  implement  the  proposal  without  first  developing 
burden  estimates  as  required  by  the  Paperwork  Reduction  Act. 
If  the  proposal,  as  enacted,  gave  us  some  discretion  in 
implementation,  we  would  work  with  the  agencies  and 
employers  involved  to  minimize  reporting  burden. 


10. 
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Are  you  currently  studying  any  proposals  for  electronic  or 
real  time  verification  of  eligibility  and/or  dual  coverage? 
If  not,  why  are  you  not  considering  such  a  solution? 

Answer  -  We  completely  agree  that  a  reliable  system  with 
these  features  would  be  the  ideal  solution  to  the  problems 
discussed  at  the  hearing.   However,  there  are  a  host  of 
legal  and  technical  problems  which  have  to  be  addressed 
before  a  system  of  this  nature  can  become  reality. 

We  and  other  parties  involved  in  the  health  insurance 
industry  have  been  working  on  these  issues  for  the  past 
couple  of  years.   This  activity  has  taken  place  under  the 
auspices  of  the  American  National  Standards  Institute  (ANSI) 
and  the  Workgroup  for  Electronic  Data  Interchange  (WEDI) . 
HCFA  is  actively  participating  in  technical  ANSI  workgroups 
that  are  developing  electronic  communication  standards  for 
payers  to  use  in  coordinating  benefits  and  sharing 
eligibility  data.   There  are  parallel  WEDI  workgroups  that 
are  looking  at  the  "big  picture"  issues  associated  with 
developing  a  reliable  system  that  actually  coordinates  the 
claims  processing  activities  of  payers. 

The  work  done  by  ANSI  and  WEDI  is  being  considered  by  the 
President's  task  force  on  health  care  reform.   The  issues 
raised  by  your  question  will  likely  be  addressed  in  some 
detail  by  the  President's  proposal,  but  it  would  not  be 
appropriate  for  me  to  speculate  on  the  content  of  the 
President's  proposal  in  this  area. 

11.   What  would  it  cost  in  dollars  and  full-time  equivalent 

personnel  to  implement  the  New  York  Single  Payer  system  in 
the  New  York  region?  How  long  would  it  take  to  put  such  a 
system  in  place? 

Answer  -  We  have  not  developed  estimates.   We  believe  that 
the  system  would  need  to  be  modified  substantially  to 
properly  coordinate  Medicare  benefits.   For  example,  the 
system,  by  itself,  does  not  resolve  our  difficulty  in 
obtaining  good  data  on  insurance  related  to  spousal 
employment.   If  the  network  mistakenly  presented  a  bill  to 
Medicare  for  primary  payment,  we  would  still  have  a 
responsibility  to  reject  payment,  and  our  ability  to  do  this 
is  subject  to  all  the  data  limitations  that  have  been 
discussed. 
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12.   What  plans  have  you  considered  to  increase  participation  in 
the  voluntary  matching  program  you  announced  in  the  Federal 
Register?   What  do  you  intend  to  do  in  the  future  to  provide 
incentives  for  insurance  companies  to  participate  in  this 
progreun? 

Answer  -  HCFA's  interest  in  sharing  eligibility  data  is 

well-known  to  the  insurance  industry.   We  attempted  to 

establish  data  sharing  as  a  contractual  obligation  with  our 

intermediaries  and  carriers  some  years  ago,  only  to  be 

prohibited  from  doing  so  by  statute. 

We  believe  that  sufficient  incentives  already  exist  for 
insurers  to  match  data  with  us.   For  one  thing,  a  data 
exchange  would  reduce  their  risk  in  the  sense  that  they  will 
not  be  presented  with  a  substantial  after-the-fact  bill  from 
us  for  mistaken  payments.   They  will  not  have  to  expend 
administrative  and  legal  resources  to  contest  our  collection 
efforts.   And,  by  knowing  who  Medicare  covers,  they  will  be 
able  to  avoid  making  mistaken  primary  payments  when  they 
cover  an  individual  under  a  retirement  plan.   This  would 
legally  reduce  their  payout  and  administrative  costs. 

The  problem,  in  the  past,  has  been  that  many  insurers  did 
not  believe  that  we  would  ever  be  able  to  identify  most  of 
the  past  mistaken  payments.   Therefore,  it  arguably  did  not 
make  business  sense  for  an  individual  insurer  to  match  data 
with  us,  since  that  insurer  might  be  placed  at  a  relative 
disadvantage  compared  to  one  of  its  competitors  that  did  not 
match  data  with  us. 

The  success  of  the  data  match  project  should  change  this 
business  calculation.   We  are  not  authorized  by  law  to  offer 
other  "incentives"  for  voluntary  exchange  of  data,  but  plan 
to  reiterate  its  benefits,  and  our  willingness  to  do  so,  in 
an  upcoming  Federal  Register  notice. 
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senator  Roth 

1.    The  proposed  Clinton  budget  would  expand  several  of  the  MSP 
provisions  —  how  does  the  Administration  propose  to  track 
these  larger  numbers  of  MSP  beneficiaries? 

Answer  -  Most  of  the  President's  budget  proposals  involving 
the  Medicare  Secondary  Payer  (MSP)  provisions  would  not 
affect  the  size  of  the  population  that  is  subject  to  them. 
The  only  notable  exception  is  our  proposal  to  establish  a 
uniform  threshold  for  determining  whether  an  employer  is 
subject  to  the  MSP  provisions.   Employers  that  have  more 
than  2  0  employees,  but  fewer  than  100,  would  become  subject 
to  the  MSP  disabled  provisions.   However,  employers  with 
fewer  than  2  0  employees  would  no  longer  be  subject  to  the 
end  stage  renal  disease  provisions.   There  would  be  a  net 
increase  in  MSP  beneficiaries. 

We  would  track  these  beneficiaries  through  the  same  current 
and  proposed  identification  methods  that  we  have  developed 
for  other  MSP  beneficiaries:. 

o  claims  information 

o  the  development  of  first  claims 

o  the  initial  enrollment  questionnaire 

0  questionnaires  generated  by  "data  match"  information. 

2. a.  As  I  mentioned  in  my  opening  statement,  I  have  been  looking 
into  this  for  some  time.   I  was  indeed  pleased  to  see  that 
the  Bush  Budget  for  FY  1994  had  attributed  my  proposal  with 
significant  cost  savings.   And  I  am  particularly  pleased  to 
see  that  the  Clinton  proposal  as  described  in  the  "Vision  of 
Change  for  America"  seems  to  be  very  similar  to  legislation 

1  introduced  (S.  285).   Could  you  elaOiorate  on  how  you  view 
the  collection  of  data  through  the  W-2  form  as  a  prospective 
data  collection  system? 

Answer  -  As  I  mentioned  in  response  to  Senator  Lieberman's 
questions,  data  collected  through  the  W-2  form  can  be  used 
to  process  future  claims  when  the  individual's  coverage 
continues  for  some  time.   Data  collected  in  this  manner 
cannot  be  used  prospectively  if  the  individual's  status 
changes . 
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2.b.  Would  this  data  be  placed  in  a  central  data  bank? 

Answer  -  In  the  present  Medicare  environment,  we  currently 
use  MSP  information  obtained  through  the  IRS/SSA/HCFA  data 
match  to  annotate  each  involved  beneficiary's  eligibility 
file.   This  information  is  maintained  at  regional  processing 
sites  around  the  country. 

President  Clinton's  proposal  calls  for  the  establishment  of 
a  central  clearinghouse  to  obtain  and  maintain  this  type  of 
data  for  all  Federal  payers. 

3 .   What  savings  to  the  various  Federal  programs  would  you 
attribute  to  this  improved  data  collection  system? 

Answer  -  The  Administration  attributed  $0.8  billion  in 
Medicare  savings  over  five  years  to  its  clearinghouse 
proposal. 
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